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TO THE STUDENT 

This course has been especially prepared for military 
personnel Whatever your branch of the service, you and 
your friends have probably been doing a great deal of 
thinking and talking about what you will do when you get 
back home Thousands of >ou will consider the possibility 
of setting up in some kind of small business of your own if 
you can get together enough capital This is a book which 
will help you — perhaps not to get the capital — but certainly 
to make sound and intelligent decisions about yourself and 
a small business of your own 

Before you get far in the course you may decide that the 
risk of running a small independent business is too great 
that you have not yet had enough experience, or that you 
will work for someone else for a while before making up 
your mind Do not let that keep you from going on with 
the course "The Small Business ’ provides valuable knowl- 
edge for anyone who expects to work in a business of some 
sort and who hopes to learn enough about business to as 
sume some responsibility 

You cannot learn how to run a business from a book, and 
this course does not pretend to make you a successful busi- 
nessman A careful study of "The Small Business” will, 
however, help you avoid mistakes It will give you further- 
more, a picture of the problems and responsibilities of the 
independent businessman which will increase your chances 
of success if, after finishing the course, you are com meed 
that you have what it takes to go into business for yourself 

A Self-Teaching Course. If necessary, you can study this 
course successfully without the aid of an instructor The 
authors have provided careful and detailed directions for 
the work you are to do They have included self-checks by 
means of which you can tell how well you are doing — 
whether you are really mastering the principles and infor- 
mation which the course includes They have worked out 
assignments which will give you a chance to put into prac- 
tice what you have learned And for all these checks and 
assignments there are answers in the back of the book 
There is nothing to keep you from looking at the answers 
before you try to work out the problems — nothing, that is, 
except your interest in getting the most out of the course 
If you do not want to waste your own time and cheat 
yourself, follow carefully the study procedures which the 
authors have put into the book 

ni 



V 

4 Mid-Course Review A mid-course review test has 
been included on page 124 This provides in brief form an 
opportunity for you to test yourself on important questions 
covering the first half of the course Restudy the chapter 
in which you will find the answers to the questions that 
you have missed When you have satisfied yourself as to 
your understanding, proceed with the course 

5 End-of Course Review At the end of the course there 
is an end of course review test You should follow the same 
procedure for this review test as for the mid-course review 
test Both of these review tests will help you to prepare 
for the final End-of Course Test 

6 Correspondence and Discussion Problems If you are 
a regularly enrolled student in the United States Armed 
Forces Institute and want help from an instructor as you 
work through this course you will find special problems 
after the following chapters Chapters III, VI, IX, and XII 
Write out your answers to these assignments as you come 
to them and send the answers to the United States Armed 
Forces Institute at Madison, Wisconsin or to a branch of 
the Institute if there is one nearer than Madison You may 
use any suitable paper available Be sure to enclose your 
name and address, give the title and number of this 
manual, and give the numbers of the pages of the text- 
book on which the assignments appear 

You will receive from the Institute the suggestions of an 
instructor who has checked your work He may be able to 
help you overcome any difficulties you are having in the 
course You arc not obligated to send in these assignments 
They are included only for your help and convenience 

If you are working in a class with an instructor, the 
Correspondence and Discussion Problems may be used for 
written work outside the class or for class discussion If 
you are doubtful about the answers to any of them, re- 
study your textbook 

End-of-Coursc Tests 

When you have finished this course, you are entitled to 
take a USAFI End-of-Course Test and to receive a report 
of your score on the test USAFI End-of Course Tests 
may be obtained as follows 

By students enrolled with USAFI If you received this 
hmk. for i-n/b.vviuah stjid-V tbxaiujh. euxollmnnh ux the. TJ S. 
Armed Forces Institute you may obtain the End-of-Course 
Test by sending an Application for Institute Test or Exami- 
nation {ask your Information-Education Officer or your 
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Educational Services Officer for an application blank) to 
the Commandant, U S Armed Forces Institute, Madison 3, 
Wisconsin or to the nearest overseas Institute Branch 
By students enrolled tn locally organized classes If you 
received this book through enrollment in a locally organ- 
ized class you may apply for the End of Course Test 
through your instructor 

By other students If you obtained this book by any means 
other than enrollment with USAFI or in a locally organized 
class you may obtain an application for an End of Course 
Test by writing to the Commandant, U S Armed Forces 
Institute Madison 3, Wisconsin, or to the nearest overseas 
Institute Branch 

Certificates of Completion 

Certificates of Completion, signed by the officers in charge 
of local education programs, are frequently issued to stu- 
dents who satisfactorily complete courses in locally organ- 
ized classes Special USAFI Certificates of Completion are 
automatically issued by the U S Armed Forces Institute 
to students who are enrolled in the Institute and who com- 
plete USAFI courses and End of Course Tests by individual 
study 

USAFI Certificates of Completion are sometimes required 
by civilian schools xn connection with applications for aca- 
demic credit If you have a local certificate for work done 
in a course based on this hook and if a school or college 
has requested you to submit in addition a USAFI Certificate 
of Completion in order to obtain credit for the course you 
must enroll in the Institute in order to apply for a USAFI 
Certificate of Completion 

Other Courses 

When you complete this course, you should enroll for 
The Small Business, Course 2 — Operation Course 2 is 
planned to follow Course 1 and is essential for the man 
planning to run a small business 

Additional courses that would be very valuable to you if 
you have never studied them are 

Bookkeeping and Accounting Course 1 — Fundamental Prin 
clples 

Bookkeeping and Accounting, Course 2 — For a Mercantile 
Business 

Bookkeeping and Accounting Course 3 — Advanced Principles 
Illustrated Through a Retail Store Sjstem 

Business Arithmetic 

Business English 
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business that can be operated conveniently by one or a few 
individuals Although combinations and monopolies in some 
branches of industry and business have made it difficult 
for small enterprises to begin operations there are con 
stantly new opportunities to start into busmess Local 
state and Federal legislation has tended to protect the 
operator of a small busmess by eliminating unfair com 
petition and by preventing certain types of combinations 

Many of our present large businesses have begun as 
small enterprises One needs only to study the histories 
of some typical American businesses to discover the un 
portance of the individual in the establishment of a new 
business 

Opportunities are opening every day As long as people 
need to buy food shelter clothing and amusement there 
will be opportunities in busmess Every group of ten thou 
sand people requires about thirty grocers ten or fifteen 
bakers ten or twelve restaurants and a smaller number of 
other businesses including tailor shops furniture stores 
garages and drugstores Service stations and garages are 
becoming more numerous largely because of the increase in 
the number of automobiles The number of drugstores is 
also increasing because of the greater variety of articles 
that such stores can now offer for sale 

A recent survey made by the United States Department 
of Commerce discloses that there are almost one million 
small scale retail stores in operation and that the number 
tends to increase The report also offers the opinion that 
small stores will continue as long as they provide services 
for which society is willing to pay The elimination of these 
small stores would result in a shortage of retail facilities 
for many consumers Apparently therefore opportunity 
still exists for the small businessman 

Responsibilities Assumed in Business Some persons are 
inclined to look upon a businessman as a capitalist who 
profits at the expense of others There is sometimes a feel 
vog that. a. bwesEtssaA vs. sJKsass&a 1 vwkcVj h-ad 

money enough to go into busmess The fact that so many 
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businessmen fail proves however that to be successful the 
businessman must have many desirable qualities In most 
cases he must not only work hard but because of his 
ownership in the busmess he must also take certain risks 

For instance an employee who drives a truck for a de 
livery business has certain definite tasks He must pick up 
loads at different places and deliver the loads rapidly but 
with care He may have to see that the truck is properly 
greased and may sometimes be required to make small re 
pairs If this man buys a truck and goes into busmess for 
himself he must not only continue to look after those tasks 
but must also take on others He may be able to run the 
busmess from his home but he probably must incur some 
additional expense for an office or a garage He must as 
sume the responsibility of finding customers who will do 
business with him he must persuade those customers to 
pay a fair price and he must collect the bills furthermore 
he must assume responsibility for damage that may occur 
to the merchandise hauled 

In other words if this workman goes into busmess for 
himself he must do some things that his employer for- 
merly did He must perform some additional functions If 
the truckman does not have the ability to do all these tasks 
reasonably well ho will probably earn less money m his 
own busmess than he got when he worked for someone 
else If he is not careful he may in the end lose his truck 
and all his sav mgs It is therefore evident that a business 
man performs certain functions that are not performed by 
the average worker Any additional income that he obtains 
from performing these functions pays him for the risks he 
assumes and the added work he performs 

Originating Pveu Fusmesses People are willing to pay a 
reasonable price for having ordinary problems solved or 
simplified If a person who wants to go into business will 
think in terms of solving a common problem or simplify 
injr that problem he w ill more likely be successful than if 
he were to think in terms of developing some ingenious 
scheme or novelty In the pages of almost every news 



paper there are stories of new businesses that have been 
originated as a result of solving old problems or simplify 
mg those problems 

The parking lot and the parking garage in our cities 
have helped to solve a common problem that has arisen 
out of parking restrictions Filling stations have taken the 
place of the old storage tank that every automobile owner 
used to have in his back yard garage or basement Trav 
eling libraries built in motor busses stores on wheels and 
special demonstration busses have solved common problems 
or have simplified them The theater ticket brokerage busi 
ness is reported to have been started by a person with only 
a small amount of capital He discovered that people were 
willing to pay a fee if someone would simplify the problem 
of obtaining good theater seats 

The examples given above are typical of the ways in 
which enterprising individuals have started new businesses 
A writer in Nation s Business recommends that any per 
son thinking of originating a new business should ask him 
self the following questions 

1. What do the people I know need’ 

2 What things are they doing that they dislike doing’ 

3 What new problems do they face’ 

4 How could I save their time for them’ 

5 How could I add to their peace of mind’ 

6 How could I protect them from something they dread ’ 

7 What could I make or do for them that would save 
them money’ 

Selecting the Type of Business Entering business in 
volves many serious problems the first of which is to de 
cide what kind of undertaking it will be best to follow 

Not all people are qualified to enter the same types of 
businesses People differ in education experience personal 
preferences habits and ability No one should enter a busi 
ness just because he believes that it is a good one On the 
other hand a person should not be so determined to start 

'Opacgrait TtoDert Tt Bo "Sou a "Like to Be 1 our Own Boss 
Nations B Jlncss July 1938 
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m business that he will choose an unprofitable type of en 
terprise just because he likes it 

Before selecting a certain type of business a person 
should consider the following questions 

1 Does my education qualify me to enter this business’ 

Z What experience have I to qualify me 9 

3 Why have others become successful m this kind of 
business’ 

4 Am I willing to work harder than some other busi 
nessman to make my enterprise a success’ 

5 Are my home conditions such that I can devote to the 
business the amount of time required’ 

6 Are the prospects for success permanent or only tern 
porary’ 

7 Is the business one that is liable to be displaced by 
some other type’ 

8 Are the financial requirements withm my means’ 

Qualifications for Success Every person who starts in 
business and expects to be successful should have some 
fundamental advantage over his competitor His advan 
tages may consist of knowledge skill or personal quali 
ties Other advantages may be location personal prestige 
economy or the ability to give superior service or quality 

One who plans to start a business enterprise should 
study the opportunities m the community He should 
notice which types of businesses are profitable and which 
are not profitable There may be six grocery stores in a 
small town but not one of them may be making a good 
profit On the other hand there may be ten grocery stores 
two of which are making unusually good profits while the 
others are not successful The reasons for such difference 
m success should be investigated 

Suppose for example a person who contemplates start 
mg a dry cleaning business discovers that tn bis community 
there are only two establishments of this type one of which 
is making a good profit although the other is not making 
any He should therefore answer the following questions 
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while he considers the advisability of starting an establish- 
ment of his own. 

1 Why is one establishment making a profit while the 
other is not’ 

2 What qualifications have I to start m this business’ 

3 What reasons have I to believe that I could obtain 
enough business to make a profit 7 

4 How could I render unusual service and introduce new 
ideas that would bring new business 7 

5 In what ways are the services and the prices of the 
existing establishments unsatisfactory 7 

6 How can the quality of work be improved 7 

7 How much money would be required to start the 
business 7 

8 Where could a good location be found 7 

9 Where could equipment and experienced help be ob- 
tained 7 

In other words complete estimates of the prospects and 
the financial obligations must be considered carefully 

Sometimes entirely new types of businesses provide op- 
portunities As such businesses may, however, be only 
temporary they should be distinguished from permanent 
types The Tom Thumb (miniature) golf course was popu- 
lar as an amusement for only a short time in most parts 
of the country On the other hand many roadside fruit 
stands have proved to be profitable business enterprises 
The automobile ha3 created new business opportunities by 
requiring more garages and service stations The air- 
plane and many other inventions may also bring new 
opportunities 

When to Start a Business One’s chances of success in 
starting a new business enterprise are based laigely on 
education experience the amount of money that may be 
put into the enterprise careful management and economic 
conditions The time for starting a new business enterprise 
is very important There is a great advantage in starting 
an enterprise after a period of falling prices that is when 
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prices have reached their lowest point. While prices are 
decreasing steadily, many men quit business or fail As a 
result there is less competition after such a period After 
prices have reached their lowest point they begin to rise 
and the demand for goods becomes correspondingly greater 
On the other hand, the most unfavorable time to start an 
enterprise is when prices are falling and many people are 
losing employment Anjone thinking of starting a busi- 
ness should consider carefully general economic and busi- 
ness conditions Business conditions are judged by the 
so-called business cj cle or economic cjcle, which is pre- 
sented in the chart in Illustration No 1 It is always pos- 
sible that a few businessmen may be making a profit while 
business conditions in general are bad Generally, speaking, 
howev er, it is undesirable to start a new business during 
periods of decline or depression 



The table in Illustration No. 2 presents an analysis of 
the various phases of the business cj cle During times of 
prosperity there are liable to be overproduction and too 
much expansion. These are some of the factors that cause 
a decline. 

It is obvious that, if a businessman can definitely pre- 
dict the phase of the cycle, he will know when to start a 




Illustration Ho S — An Analysis of tlic easiness Cycle 

business, when to purchase generously, when to expand, or 
when to contract his business For instance, the best time 
to start a business is when recovery starts, but it is usu- 
ally difficult to determine exactly when recovery is m the 
process If one waits until the peak of prosperity, he may 
start the business just before a serious decline He may 
enjoy prosperity for a short time and then suffer a severe 
loss when the decline begins 

The reason it is difficult to determine the existing phase 
of the ejele is that there are always temporary fluctua- 
tions For instance, in any particular month there may be 
a spurt m business, when prices may rise and people may 
go back to work, but soon conditions may grow worse 
Long time trends are those that determine the cycle 

Number of Business Failures In an aierage year it has 
been estimated that there are 200 000 failures a year in 
business Studies made by the United States Department 
of Commerce disclose that about 70 per cent of all com- 
mercial failures occur in the retail trade group In the 
United States as a whole there are some types of retail 
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businesses m which as many as 60 per cent of those who 
start in business ne\ er succeed 
A stud} made in the state of Colorado in the good busi 
ness years of 1926 1927 and 1928 discloses that about 15 
per cent of those m business in 1926 failed within a year 
Of those who started business in 1927 40 per cent failed 
within a } ear Similar studies for the state of Illinois and 
other states show essentially the same facts 
In all these studies the businesses that are most likely 
to fail are restaurants meat stores and groceries 

Win Businesses Fail Illustration No 3 covers a study 
of 570 cases of businesses that became bankrupt This 
table shows the apparent causes of the failures It is im 
portant to notice that insufficient capital ranks very high 
in the opinion of both the owners and the creditors This 
factor should sene as a warning that it is important to 
lia\e adequate capital before starting a business More 
than 51 per cent of the businesses studied had no account 
ing records Out of a total of 570 bankrupts 360 reported 
that thej had not obtained any business information or 
ad\ice from such sources as credit bureaus or trade asso 
ciations In more than 6S per cent of the bankrupt busi 
nesses the owners or the managers had not completed a 
high school education This fact is evidence that a good 
education is a prime essential m successfully operating a 
business 

Warnings and Suggestions Thousands of businesses 
have failed or have been discontinued for various reasons 
during the war After the war many of these will be re 
opened and there wall be thousands of new businesses 
started It can probablj be safelj predicted that business 
conditions m enterprises filling consumer wants will be 
good for it least a reasonable time after the war but at 
the same time there wall be strong competition and onl} 
the most capable ot businessmen will survive 
Education and intelligence are not enough to qualif} a 
person to go into business Many business failures could 
probablj be avoided if every person who is considering 
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setting up m business were to serve first as an employee 
or apprentice for a while in the kind of business m which 
he is interested He would then learn something about the 
business and would have an opportunity to discover whether 
he is really qualified to run his own business The person 
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Business depression 
Insufficient capital 
Competition 
Adverse domestic and 
personal factors 
Decline in value of 
assets 

Bad debt losses 
Inefficient management 
Excessive overhead 
expenses 

Poor business locaUon 
Losses from speculation 
Unfavorable changes in 
trading area 
Excessive Interest 
charges on borrowed 
capital 

Too rapid expansion 
Losses from signing 
note3 with recourse 
Buying too much on 
credit 

Real estate losses 
Lack of adequate books 
Automobile accident 
losses 

Failure to carry suffi- 
cient insurance 
Unusual expenses 
Inefficient and dishonest 
employees 


67 7 
48 2 
37 9 

351 

316 
29 8 
28 2 


24 0 
14 6 
116 


112 


25 

23 

18 
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Inefficient management 
Dishonesty and fraud 
Insufficient capital 
Business depression 
Adverse domestic and 
personal factors 
Bad debt losses 
Competition 
Excessive overhead 
Too rapid expansion 
Decline in value of 
assets 

Losses from speculation 
Buying too much on | 
credit 

Poor business location 
Decline in rental income 
Lack of adequate books 
Excessive interest 
charges on borrowed 
capital 

Unfavorable changes in 
trading area 
Signing rotes with 
recourse 

Real estate losses 
Unusual expenses 
Failure to carry sum 
cient insurance 
Automobile accident 
judgments 

Inefficient and dishonest 
employees 


21 

19 

14 
14 
1 4 

7 

0 
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Illustration No 3 — Causes of Failure in Bankrupt Businesses 


who has not had recent experience in a particular field of 
business should if possible get up to date experience as 
an employee before assuming the financial risk required to 
start his own business m that field After serving as an 
employee he may discover that the business is not so attrac- 
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tive as he thought it was or that there are other reasons 
why he would not want to start a business of this kind 

The study of bankruptcies covered by Illustration No 3 
illustrates the fact that too many people who are not 
qualified go into business This fact should not neces 
sanly be a discouragement against entering business but 
it should be a warning that the person who does enter must 
be qualified Furthermore anyone who starts an enterprise 
assumes an important obligation for his welfare is closely 
related to that of the entire community in which he oper- 
ates and of the people with whom he deals Any failure in 
business is an economic loss that must be borne by society 
For example when a retail merchant fails he probably 
owes money to several wholesalers or manufacturers and 
to other creditors who must absorb part of the loss When 
there are many such losses business in general is seriously 
affected In fact several such losses may cause additional 
failures because certain individual creditors may suffer so 
badly 

Obligations of the Businessman One of the executives 
of the Chamber of Commerce of the United States has 
pointed out the following obligations of a businessman 

1 To customers That they may have the best at the 
lowest cost, consistent with fairness to all those en- 
gaged in production and distribution 

2 To workers That their welfare will not be sacrificed 
for the benefit of others and that in their employ- 
ment relations their rights will be respected 

3 To management That it may be recognized in pro- 
portion to its demonstrated ability, considering always 
the proper interest of others 

4 To competitors That there will be avoidance of every 
form of unfair competition 

5 To investors That their rights will be safeguarded, 
and that they will be kept so informed that they can 
exercise their own judgment respecting their interests 

6 To the public That the business will strive in all its 
operations and relations to promote the general wel- 



fare and, without yielding its rights of petition and 
protest, to observe faithfully the laws of the land 
Sources of Information. The person who is considering 
the question of starting a business enterprise should obtain 
as much information as he can to guide him in making his 
decision and m operating the business The following are 
sources from which much information can be obtained 
United States Department of Commerce 
Chambers of commerce 

Service Bureau of the Metropolitan Life Insurance 
Company 

Manufacturers of office and store equipment 

Trade associations 

Credit bureaus 

Better business bureaus 

Bureaus of business research 

Banks 

Libraries 

The United States Department of Commerce and some 
of the other Federal departments issue bulletins designed 
to help the man who is organizing or operating a business 
A catalogue of these publications can be obtained from the 
Department of Commerce or from the United States Print- 
ing Office 

The following are some examples of the types of litera 
ture available from the United States Department of Com- 
merce 

Causes of Commercial Bankruptcies 
Credit and Payment Terms 
Exclusive Sales Agreements 
National Retail Credit Survey 
Candy Distribution m the United States 
Commercial Survey of Philadelphia Marketing Area 
Aids to Retail Grocery Profits 
Market Research Sources 
Survey of Retail Management Practices 
The United States Chamber of Commerce, state chambers 
of commerce, and local chambers of commerce are inter- 
ested primarily in promoting better business relations, the 
welfare of business enterprises, and civic improvement 
These organizations either supply information on business 
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conditions and operations or give directions as to the 
sources of such information Some chambers of com 
merce act as branches of the United States Department 
of Commerce Many local organizations of this type give 
advice and aid in the development of new business enter- 
prises 

The following are examples of some of the printed pam- 
phlets that are available from the United States Chamber 
of Commerce 

Planning Your Busmess Ahead 
The Relation Between Cham Stores and Local Cham 
bers of Commerce 
Retailers Expenses 
Small Store Advertising 
Small Store Arrangement 
Special Sales Events 
Store Opening and Closing Hours 
Discriminatory Legislation Affecting Retailers 
Evaluation of Territory and Customers 
Burglary and Robbery Insurance 
The Fire Insurance Contract 
Organization Plans for Budget Control 
Perpetual Inventory and Stores Control 

The Service Bureau of the Metropolitan Life Insurance 
Companv co operates with many busmess concerns and 
trade associations in making available information on 
accident prevention budgetary control better accounting 
methods new products sales outlets and many other mat- 
ters Printed information is available free or at a reason- 
able price 

Manufacturers of office and store equipment as well as 
trade associations such as the National Retail Grocers’ 
Association and the National Retail Furniture Association, 
publish magazines and bulletins on business practices busi- 
ness conditions merchandising and advertising Some of 
these publications are available free others are sold 

Credit bureaus are organized locally and nationally 
Some are operated by trade associations Bureaus of this 
typ e are ,n a position to give busmess advice and should be 
consulted in organizing and operating a business enterprise 



The National Better Business Bureau and local better 
business bureaus are equipped to give business advice per- 
taining largely to promotional schemes and the improve- 
ment of business relations 

Many of the large universities operate bureaus of busi- 
ness research The Bureau of Business Research of Har- 
vard University is one of the best known This particular 
bureau and some of the others have available bulletins and 
reports pertaining to business management, costs of oper- 
ation, business failures, budgeting, accounting methods, 
advertising procedure, selling procedure, and many other 
business problems Some of these bureaus issue monthly 
or quarterly publications on business conditions 

Banks offer important services to those who are organ- 
izing or operating businesses Every prospective busi- 
nessman should expect to have friendly and confidential 
relations with his banker Before he starts in business, he 
should consult his banker for advice and for the purpose 
of reaching some preliminary understanding with regard 
to credit relations A banker may often, from experience 
with other businessmen, make suggestions that will he very 
worth while m financing and starting a business 

Libraries in cities, schools, and universities provide cur- 
rent books and periodicals that should be consulted in solv- 
ing many of the problems incidental to starting a business 
Many important libraries are also operated by large corpo- 
rations, business associations and chambers of commerce 
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SELF-CHECKING STUDY QUESTIONS 
(Chapter I) 

Fill in the answers to the following questions in the space 
provided after each question Read carefully the instructions 
for each group of questions before writing your answers If 
you are doubtful about an answer reread the chapter until you 
find the correct answer then compare your answers with those 
on page 299 of this book Refer to the printed answers only 
after you have made a serious effort to answer all questions for 
otherwise the questions will not be of greatest value to you If 
you have any incorrect answers reread the part of the chapter 
in which those questions are discussed 


True-False Quesfions 


Directions After each statement below that is true draw a 
line under true After each statement that is false draw a 
line under false The first statement is given as a sample 


0 In a depression the volume of business is low 

1 Fewer furniture stores are needed than grocery 
stores 

2 The number of small businesses is decreasing 

3 There are more failures in restaurants than in 
shoe stores 

4 Large businesses are more efficient than small 
businesses 

5 Most new businesses succeed 

6 Lack of adequate books (bookkeeping records) is 
a cause of business failure 

7 In terms of the business cycle it is predicted that 
there will be a business depression immediately 
after the war in businesses supplying consumer 
wants 

8 One of the first things to do in starting in busi 
ness is to establish relations with a bank 

9 In selecting a particular type of business to enter 
the factor of experience is important 

10 An economic cycle usually covers a period of less 
than one year 

11 Buying too much on credit is considered by own 
ers of business as an important cause of failure 

12 In the opinion of business owners business de 
pression is only a minor cause of business failure 


true false 

true false 
true false 

true false 

true false 
true false 

true false 

true false 
true false 
true false 
true false 
true false 
true false 
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13 A person who goes into business must not only 

work hard but he must also take certain risks true false 

14 The obligation of a businessman to his customers 
is to sell them as much as possible at the high 

cst price true false 

15 The bad debt losses are considered only a minor 

cause of business failure true false 

Multiple Choice Questions 

Directions Place In the parentheses at the right of each of 
the following statements the letter that represents the word or 
group of words correctly completing the statement The first 
is given as a sample 

0 A small business commonly operated by one person is 
a (a) wholesale grocery (b) retail store (c) factory ( b ) 

16 A period of decline is one in which (a) selling prices 

increase (b) prices are reduced (c) prices nre low ( ) 

17 A period of recovery Is one in which (a) businesses 

cease to expand (b) business failures increase (c) 
businesses begin to operate at a profit ( ) 

18 Every 10 000 people require (n) thirty grocery stores 

(b) ten grocery stores (c) five grocery stores ( ) 

19 A good source of information for the prospective busi 

ncssmin is (a) members of his family (b) his min 
istcr (c) United States Department of Commerce < ) 

20 In trying to originate a new business an important 
question to ask oneself Is (a) how much money do I 
have (b) what do the people I know need (c) where 


can I find n good location ( ) 

21 In the business cycle a period of prosperity Immo 

diately follows (a) decline (b) depression (c) re 
covcry ( ) 

22 The best time In the business cycle to start a business 

Is during a period of (a) decline (b) recession (c) re 
covcry ( ) 

23 The department of the Federal government from which 
a prospective businessman can get the most assfst 
nnee is (a) Department of Commerce (b) Department 

of Labor (c) Department of Interior ( ) 

24 An analysis of business failures Indicates that one of 
the principal causes is Insufficient (a) space (b) capi 

tal (c) merchandise ( ) 

25 A source from which you can get a catalog of all Fed 

crnl publications Is (a) the Civil Service Commission 
(b) the Department of State (c) the U S Covcrn 
ment Printing Office ( ) 
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26 Every 10 000 people require (a) twenty or thirty res 
taurants (b) ten or twelve restaurants (c) five or 

six restaurants ( ) 

27 Insufficient capital ranks (a) high (b) low (c) aver 

age as a cause of business failure ( ) 

28 The automobile has created new opportunities for small 
businesses by requiring (a) new types of clothing 

(b) more traffic lights (c) garages ( ) 

29 Inefficient and dishonest employees as a cause of busi 

ness failure rank (a) low (b) high (c) average ( ) 

30 The safest means of starting or creating a new busi 
ness is by (a) selling a new and novel invention (b) 
solv ng or simplifying an ordinary problem (c) buy 

ing stock m a corporation ( ) 


PRACTICAL PROBLEMS 
(Chapter I) 

Complete the following problems If you are doubtful about 
decisions reread the chapter After you have completed the 
exercises you will find suggested solutions on page 302 of this 
book If your answers do not follow in general the suggested 
solutions restudy the text then write your answers again 
1A A milk route salesman who operates a truck owned hy a 
dairy has had the responsibility of developing new custom 
ers on a route delivering the dairy products collecting 
money and delivering the money to his employer He de 
cides to go into business for himself He has accumulated 
what he considers enough money to go into business for 
himself Make a list of the additional duties and responsi 
bill ties that he must assume 

lB List at least ten of the hazards of a man who wishes to 
start a radio repair shop after the war 
1C Select the type of business in which you are most interested 
Describe the business and list your qualifications and lack 
of qualifications under the following two heads (a) Needed 
qualifications that I possess to he successful m this business 
(b) needed qualifications that I do not possess After you 
have made this list give your reasons why you feel that 
you are or are nod qualified to enter this type of business 
provided of course there is suitable opportunity to do so 



CHAPTER 11 


FINANCIAL REQUIREMENTS OF STARTING 
A BUSINESS 

Purpose of the Chapter. What is needed in. the way of 
capital to start and operate a business 7 That is one of the 
first and most serious questions to be considered One must 
either have a sufficient amount of money to start a busi- 
ness, or he must obtain money by borrowing or by selling 
part of his interest m the business The discussion in this 
chapter will be based largely upon the problems of an indi- 
vidual m starting a sole proprietorship type of business 
The following are some of the questions that will be an- 
swered in this chapter 

1 How much money will be required to start the busi- 
ness 7 

2 How can the estimated requirements be computed 7 

3 How soon can the business be expected to make a 
profit 7 

4 From what sources can money be obtained? 

Problem of Working Capital. In a study made by the 
United States Department of Foreign and Domestic Com- 
merce, lack of sufficient capital is given as one of the im- 
portant reasons for business failures An otherwise good 
business may fail because of lack of sufficient capital 
Capital, or \corkmg capital, as referred to in this sense, 
means money In general, working capital is the term used 
to refer to the cash available from day to day, week to 
week, or month to month, that can be used to pay for 
wages, rent, purchases, and other current expenses 

In starting a business, a person should not be too eager 
to own his own building or to buy expensive equipment 
This caution applies equally well to the person who has 
already established a business, for there have been many 
18 



Illustration No 4 shows the average expenses of differ- 
ent types of stores These figures were compiled by the 
United States Department of Foreign and Domestic Com- 
merce A table such as this, or other similar tables, may 
be used in estimating the financial requirements of a busi- 
ness For instance, let us assume that a person is contem- 
plating going into the retail furniture business The tabic 
shows the percentage of net sales represented by each of 
various expenses incurred m operating a furniture store 
After estimating the sales, it is possible to estimate the 
approximate requirements of cash needed for the various 
expenses In such an estimate the expenses should be con- 
sidered at a rather high rate and the sales at a rather low 
figure For instance, generous allowances should be made 
for all items such as rent, taxes, and advertising 

Making the Estimate. Many failures and bankruptcies 
that occur in business are the result of the failure of the 
businessman to analyze the financial requirements of the 
business Optimism takes the place of sound judgment 

After one definitely determines the potential possibilities 
of the business, he should estimate the financial require- 
ments of starting and operating the business until the time 
when there will be sufficient income to ensure a profit The 
initial amount of money or capital should be sufficient, with 
the assistance of what loans are available, to carry the 
business conservatively through the stages of its infancy 

Illustration No 5 shows an example of a sheet that can 
be used for estimating the cost of equipping a sandwich 
shop and bookstore Illustration No 6 is a form for esti- 
mating the expenditures of the first month, and Illustra- 
tion No 7 shows an estimate of the profit or the loss for 
the same month In this particular case it is assumed that 
the sandwich shop and bookstore should establish itself 
during the first month Other types of businesses will take 
a much longer time, and some will require less From the 
three tables it is possible to estimate the amount of cash 
that will be necessary to carry the business through the 
first month of operation The owner can therefore judge 
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in advance how much money must be borrowed, and should 
have some reasonable idea of whether this money can be 
paid back on schedule 



illustration No S — Form for Estimating the Cost o / Equipment 


Time Required to Make a Profit. The figures in the pre* 
ceding example arc estimates After the first month defi* 
mte figures on the operations of that month are available 
It is then possible to study the actual figures to see how 
they compare « ith the estimates If, for instance, the total 
income Is $2,100 and the total expenses are $1,GOO, there 
is an actual profit of $500 for the first month of operation 
The actual figures are consequently more favorable than 
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the estimates If the business is profitable during the first 
month of operation, it should be profitable during succeed 
ing months 

Let us now assume that during the first month of opera- 
tion the sales amounted to $1,600 and the expenses to 
$1,650 Hence there is only a $50 loss, which is not a 
serious loss for a new business Suppose, however, that 
during that first month there was a certain unfavorable 
factor, such as a week of vacation in a neighboring school 
that depnved the business of some customers Let us 
assume that the business during its first month of operation 
has shown a steady increase m volume each week with the 
exception of the week of vacation It could naturally be 
assumed then that during the succeeding month, under 
normal conditions, the business should make a profit 

One must recognize that there is a strong possibility that, 
during the early experiences m operating a business, there 
will be very little, if any, net profit Part of the expenses 
must be paid out of the original capital until the business 
begins to pay a profit 

In many types of retail businesses it Is necessary to 
operate at least two or three months before the business 
becomes established Occasionally a business may become 
established within a few weeks and become profitable al- 
most immediately, although in certain extreme cases the 
business must operate for probably six months before it 
becomes profitable Many businesses never become profit- 
able, and if a small retail business has not begun to make 
a little profit within three or four months, the owner should 
think about changing Ins methods or discontinuing the 
business before he loses much money. 

Influence of Turnover. It is important to estimate sales 
carefully and conservatively The actual cost of the build- 
ing and the equipment can be computed accurately, but the 
amount of sales must be estimated If one is going to sell 
on credit his money will be tied up until he can make col- 
lections It is therefore important to have a sufficient 
amount of capital available to finance the business until 
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collections can be made For instance, if most of the sales 
will be made on credit of thirty days and if purchases are 
made on the same basis the accounts can probably be col- 
lected from customers m time to pay creditors If sales are 
to be made on a cash basis the cash to pay creditors will 
be available earlier 

The table in Illustration No 8 shows the approximate 
rate of turnover of merchandise for various types of busi- 
nesses This ratio indicates the number of times the mer- 
chant will buy and sell all the merchandise in his store 
during the year Naturally a business with a high rate 
of turnover needs less capital than one with a low rate of 
turnover because the former has a smaller amount of 
money in\ested in merchandise 


TYPE OF BUSINESS TURNOVER 

Retail grocery stores 9 to 13 

Building materials stores 3 to 4 

Department stores 2 to 5 

Drugstores 2 to 4 

Electrical supplies stores 3 to 5 

Furniture stores 2 to 4 

Hardware stores 1 to 2 

Jewelry stores 5 to 1 

Men s fum shings stores 1 5 to 3 

Meat markets 50 to 70 

Restaurants 30 to 50 

Shoe stores 1 5 to 2 

Wholesale groceries 4 5 to 5 


III istration No 8 — Approximate Kate of Turnover 

A turnover of three times a year means that the mer- 
chandise is on the shelves an average of four months from 
the time it is bought until it is sold If the turnover is 
twelve times a year, the merchandise is on the shelves an 
average of thirty days This table will therefore help in 
estimating the financial requirements based upon turnover 
For instance, if one is contemplating starting a business in 
which the turnover is four times a year, with most of the 
goods sold on thirty days’ credit (the average collection 
period being thirty days) , the estimated time from the pur- 
chase of merchandise until the collection of cash from sales 
will be about four months (3+1) On the other hand, a 
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businessman may buy merchandise on thirty days’ credit 
He therefore must have enough cash available to operate 
for three months (2-fl). 

Problem of Obtaining Funds. To supplement his own 
funds in financing a new business enterprise, a person may 
obtain capital through a loan from a friend, a bank, a 
building and loan association, or an insurance company. 
In some cases capital is obtained through the sale of stock 
or of a part interest in a partnership. A friend may lend 
money without security, whereas a bank usually requires 
security except on some small loans Money ordinarily 
cannot be obtained from an insurance company except as 
a loan on an insurance policy or a mortgage loan on real 
estate. Wholesalers frequently aid in the establishment of 
new businesses by granting credit on merchandise that is 
ordered The period of credit may be thirty, sixty, or ninety 
days, depending upon the circumstances. 

The advantages and the disadvantages of forming a part- 
nership or a corporation as a means of obtaining funds for 
a business are discussed m Chapter IH. 

SELF-CHECKING STUDY QUESTIONS 
{Chapter ID 

Fill in the answers to the following questions in the space 
provided after each question Read carefully the Instructions 
for each group of questions before writing your answers. If 
you arc doubtful about an answer, reread the chapter until you 
find the correct answer, then compare jour answers with those 
on page 209 of this book Refer to the printed answers only 
after >ou have made a serious effort to answer all questions, for 
otherwise the questions will not be of greatest value to you If 
jou have any incorrect answers, reread the part of the chapter 
in which those questions are discussed 

True-False Questions 

Directions After each statement that is true, draw a line 
under “true ” After each statement that is false, draw a line 
under "false ” The first statement is giv en as a sample. 
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0 An otherwise good business may fail because of 
a lack of sufficient capital 

1 A person starting a business should not be eager 
to own his own building 

2 Credit extended by wholesalers helps a new busi 
ness to get started 

3 In starting a new business money must be avail 
able for future expansion 

4 A shoe store has a relatively high rate of turn 
over 

5 A turnover of three times a jear means that the 
merchandise is on the shelves of a store an aver 
age of four months from the time it is bought un 
til it is sold 

6 In starting a new business one needs only enough 
money to buy equipment and pay the first 
months rent 

7 To conserve working capital it may be advisable 
to buy equipment on an installment plan or rent 
it 

8 A loss of $50 on sales of $1 600 during the first 
month of business is unfavorable 

9 Insurance must be included in estimating the cost 
of starting a business 

10 In planning financial requirements men are in 
dined to be too optimistic 

11 If one is going to sell on credit he needs more 
capital than if he is going to sell for cash 

12 Most businesses are profitable during the first 
three or four months of operation 

13 As soon as a business is making a profit it should 
own its own building 

14 One can usually borrow money on a life msur 
ance policy 

15 A business should pay cash for its merchandise 


true false 
true false 
true false 
true false 
true false 

true false 

true false 

true false 

true false 

true false 

true false 

true false 

true false 

true false 

true false 
true false 


Multiple Choice Questions 

Directions Place in the parentheses at the nght of each of 
the following statements the letter that represents the word or 
group of words correctly completing the statement The first is 
given as a sample 

0 The approximate turnover of merchandise in a furni 
ture store is (a) 10 to 12 (b) 2 to 4 (c) 6 to 8 ( b ) 

16 A source of funds to finance a small business enter 
prise is (a) a building and loan association (b) the 
Federal government (c) the local credit bureau ( ) 
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17. The ratio of turnover of four means that merchandise 

is on the shelves from the time it is bought until it is 
sold for an average of (a) four months, (b) six 
months, (c) three months ( ) 

18. The business likely to have the highest turnover is 

(a) a shoe store, (b) a restaurant, (c) a drugstore. . ( ) 

19. Working capital Is (a) debts owed, (b) cash available 

for current expenses, (c) insurance policies { ) 

20. Failure is almost certain for a new enterprise if there 

is insufficient capital (a) to buy a building, (b) to 
expand the business, (c) to operate during the begin- 
ning penod when there is little or no profit ... . . ( ) 

21. A business has a good chance of success if it can make 

a small profit or break even during (a) the first few 
months, (b) the first jear, (e) the first five >cars . . . ( ) 

22. In the early stages of a business at least part of the 

expenses must be paid out of (a) savings, (b) capi- 
tal, (c) losses ( ) 

23 An expense such as rent is figured ns a percentage of 

(a) gross profit, (b) total expense, (c) net sales .... ( ) 


24. Figures compiled by the United States Department of 
Foreign and Domestic Commerce indicate that the type 
of store which pays the highest percentage of rent is 

(a) a drugstore, (b) a jewelry store, (c) a shoe store. ( ) 

25. Figures compiled by the United States Department of 

Foreign and Domestic Commerce indicate that the type 
of store which pays the lowest percentage of rent Is 
(a) a dry goods store, (b) a grocery store, (c) a 
hardware store ( ) 

2G. Money can be borrowed from an insurance company 

on (a) real estate, (b) merchandise, (c) reputation ( ) 

27. If one Is willing to share an interest in ownership and 
profits of a business, he can sometimes obtain addi- 
tional money by (a) borrowing, (b) buying life insur- 


ance, (c) forming a partnership ... ( ) 

28. A business with a high turnover of merchandise os 
compared with one with a low turnover requires (a) 
more capital, (b) less capital, (c) the same amount 

of capital , ( ) 

29. A business which sells for cash as compared with one 
that sells on credit, will require (a) more capital, (b) 

less capital, (c) the same amount of capital ( ) 

30 In estimating the financial requirements of starting a 
small business It Is better to (a) underestimate ex- 
penses, (b) overestimate expenses, (c) estimate the 
income only ( ) 



CHAPTER III 

FORMS OF BUSINESS ORGANIZATION 

Purpose of the Cliapter. Many small businesses are 
started by a single individual and operated as sole proprie- 
torships, but some are originally organized as partnerships 
or corporations Some businesses that start as sole proprie- 
torships are later changed to partnerships or corporations 
Some that arc organized as partnerships may be changed 
to corporations Corporations are sometimes changed to 
partnerships or sole proprietorships 

The advantages and the disad\antages of the various 
forms of organization are discussed in this chapter The 
chapter will disclose answers to the following questions 

1 Shall the business be organized as a sole proprietor- 
ship, a partnership, or a corporation 7 

2 What arc the advantages and the disadvantages of the 
different types of business organization 7 

3 What type of organization is best for a small business 7 

4 What type of organization should one use if ho starts 
a new business 7 


Section I 

Solo Proprietorships and Partnerships 

The Sole Proprietorship, a Business Owned bj One Person 
An enterprise that is owned and operated by a single person 
Is known as an individual proprietorship, an individual 
enterprise, or a sole proprietorship Under this form of 
organization one person usually owns the business, manages 
it, and is the sole recipient of the profits The sole proprie- 
tor may thus perform the functions of a capitalist a land- 
owner and a laborer He is a capitalist because he owns 
the business .and rpcohos profits from it Ho may Jv? a 
landowner by owning the land on which the place of busi- 
30 
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working out his own ideas This feeling stimulates 
him to work hard to make his business a success 

2 Very closely related to this first advantage is the fact 
that all the profits belong to the sole proprietor As 
he is the sole gamer, he is more likely to work over- 
time and to think continually of how his business can 
be operated more efficiently 

3 Because most proprietorships are small, the proprie- 
tor and his employees get to know each other person- 
ally This relationship is conducive to a better under 
standing and a greater mutual interest between em- 
ployer and employees These same benefits should 
result from the close touch that the sole proprietor 
has with his customers 

4 The sole proprietor is not hindered in making deci- 
sions As he need not consult business associates, he 
can act promptly in emergencies If on unusual op- 
portunity to buy merchandise or equipment arises, 
or if there is a desire to change the location of the 
business or to sell on credit terms rather than on a 
cash basis there are no dissenting partners to hinder 
such action Thus the management of an individual 
enterprise is flexible and can adjust itself easily to 
changing conditions 

5 One can usually commence or cease business activities 
as a sole proprietor without legal formality One does 
not need to consult a lawyer and go through a large 
amount of “red tape” in order to organize an indi 
vidual enterprise In some types of businesses how- 
ever, such as a restaurant, it is necessary to obtain 
a permit or license before operations can be begun 

Pisad vantages of the Sole Proprietorship Although there 
arc many advantages there arc also some disadvantages 
that confront the sole proprietor Among the disadvan- 
tages are 

1 Each individual usually has a particular aptitude or 
ability In one it may be to sell merchandise m an- 
other it may be to purchase goods in another it may 
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be to keep records All these activities are important 
to the success of a business, but the sole proprietor 
is likely to be deficient in judgment or ability in one 
or more of them It is therefore easy to understand 
why many proprietorships end m failure within a 
short time 

2 Often there is need of additional capital for emergen- 
cies Financial assistance on a large scale may be 
difficult to obtain when so much depends upon one 
person The expansion of the business may be re- 
tarded because of the lack of capital of the sole owner 
The size of the business may, then, be limited to the 
capital available 

3 The sole proprietor assumes a great amount of risk 
It is true that he receives all the profits of the busi- 
ness, but likewise, he bears all the losses if the busi- 
ness is not successful Should the business fail and 
be unable to pay its debts, the creditors have a claim 
against any of the assets of the proprietor He may 
therefore lose not only the money he has invested 
in the enterprise but also his personal property, such 
as his automobile (and in some states, his home) 

Kinds of Businesses Suited to the Sole Proprietorship 
Form of Organization. The sole proprietorship is quite 
common, the majority of businesses being of this type 
The kind of business that is primarily concerned with 
rendering personal service is well suited to the sole proprie- 
torship form of organization Dentists, accountants, auc- 
tioneers, landscape gardeners, carpenters, painters tourist 
camps, barber shops, beauty parlors, shoe repair shops, 
radio service stores, and automobile repair stations are 
examples of this class 

Another type of business that seems to be well adapted 
to the single proprietorship is the one that sells merchan- 
dise and service, principally of one Vmd, and does not re- 
quire a large amount of capital Newspaper and magazine 
stands, roadside markets, rental libraries, tearooms and 
restaurants, flower shops, gasoline filling stations, retail 



grocery stores retail meat markets dress shops automo 
bile parking lots movers of household goods and dry 
cleaning establishments are examples of this type In 
general the type of business that can be operated suitably 
as a sole proprietorship is one (a) that can be managed 
by the proprietor or by persons hired by him and (b) that 
does not require a great amount of capital There are of 
course exceptions to this general class 

The Partnership, a Business Owned by Two or More 
Persons Mr Davis who operates the sole proprietorship 
mentioned in the preceding discussion is confronted with 
the problem of expanding his business He is now fifty five 
years old and has operated the business successfully for 
many years He sees new opportunities in his community 
for increasing his business but he does not w ish to assume 
full responsibility for the undertaking He realizes that 
the expansion of the business would place considerable 
additional burden on him He also realizes that in order to 
expand the business he needs additional capital but he 
does not wish to borrow the money Because of those 
reasons he decides to take a partner into Ins business 

Mr W H Baker operates an adjoining meat market 
He is a younger man than Mr Davis and has proved to 
have both honesty and considerable business ability It is 
thought that the combining of the two businesses should 
result in more customers for both groceries and meats 
Customers who have been coming to the meat market will 
possibly become grocery customers also and those who 
have been buying at the grocery of Mr Davis may become 
meat customers A discussion between the two men leads 
to a tentative agreement to form a partnership provided 
a third person can be found to invest $13 000 in cash In 
that case Mr Baker will invest in the partnership the net 
assets of his business and an additional amount of cash to 
make his investment equal to $13 000 Tach of the three 
partners vviff then have a net ownership of <13 000 

Mr Davis and Mr Baker finally find a young accountant 
J W Miller who has $5000 and is able to borrow the rc 
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maming amount As a result the articles of copartnership 
shown in Illustration No 9 are written and signed by the 
three men 

Financial Status of the Partnership Under the partner 
ship agreement each partner is to have the same invest 
ment in the business The money invested by Mr Miller 
is to be used m joining the stores of Mr Baker and Mr 
Davis to form one large store The following is a financial 
statement of Mr Baker s business 


ASCFTS 


CLAIMS AGAINST ASSETS 

Cash 

$ 500 

Accounts Payable (Debts) 

$ 100 

Merchai d so 

200 

\V H Baker Proprietor 


Equipment 

1 oOO 

ship 

7100 

Land and Building 

5 000 




Total Claims Against 


Total Assets 

$7 200 

Assets 

$7 200 


The net worth of Mr Baker’s business is $7,100 In 
other words after deducting the amount of his debts from 
the total value of his assets he has a net ownership of 
$7 100 As Mr Bakers share in the new partnership is to 
be equal to that of Mr Davis Mr Baker is required to 
invest $5 900 in cash in addition to the net assets of his 
business Mr Miller invests $13 000 in cash 

After the partnership is formed the financial statement 
of the business appears as follows 


ASSETS 


Cash $20 400 

Merchandise 3 200 

Equipment 2 500 

Land and Buildings 13 000 


Total Assets $39 100 


CLAIMS AGAINST ASSETS 
Accounts Pajablc 

( Debts ) $ 100 

B S Davis Proprietor- 
ship 13 000 

\\ H Baker Proprietor 

ship 13 000 

J U MUter Proprietor 

ship 13 000 

Total Claims Against 

Assets $39 100 


Operation of the Partnership In operating the partner- 
ship Davis Baker, and Miller divide the responsibilities 
Mr Davis supervises the grocery department Mr Baker 
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ARTICLES OF COFARTNEKSHIT 

This Contract made and entered Into on the first day of 
February 1939 by and between B S Davis of Buffalo New 
York, party of the first part \V H Baker of Buffalo New 
York party of the second part and J IV Miller of Kenmore 
New York party of the third part 

Witnesseth That the said parties have this day formed a 
copartnership for the purpose of engaging in and conducting a 
retail grocery and meat store under the following stipulations 
which are made a part of the contract 

First The said copartnership Is to continue for a term of 
ten years from date hereof 

Second The business shall be conducted under the firm 
name of Davis Baker and Miller at 239 Fillmore Avenue 
Buffalo New York 

Third The Investments are as follows B S Davis Cash 
000 Merchandise $3 000 Equipment $1 COO Land and Build 
Inga $8 000 Total Investment $13 000 W H Baker Cash 
$6 400 Merchandise $200 Fqulpment $1500 Land and Build 
lngs $5 000 Total Assets $13 100 less Accounts Payable $100 
equals Net Investment $13 000 J \\ MUIer Cash $13 000 
Fourth All profits or losses arising from said business are 
to be shared equally 

Fifth Each partner Is to devote his entire time and atten 
tlon to the business and to engage In no other business enter 
prise without the written consent of the others 

Sixth Each partner is to have a salary of $200 a month 
the same to be withdrawn at such time or times as he may 
elect No partner is to withdraw from the business an amount 
in excess of his salary without the written consent of the 
others 

Seventh The duties of each partner are defined as follows 
B S Davis la to supervise the grocery department W H Baker 
Is to supervise the meat department. 3 \\ Miller la to hate 
charge of finances and records 

Eighth No partner Is to become surety or bondsman for 
anjone without the written consent of the others 

Ninth In esse of the death Incapacity or withdrawal of 
one partner the business is to be conducted for the remainder 
of the fiscal year by the surviving partners the profits for the 
year allocated to the withdrawing partner to be determined by 
the ratio of the time he was a partner during the jear to the 
whole year 

TENTH In case of dissolution the assets are to be divided In 
the ratio of the capital Invested at the time of dissolution 
IN Witness Whereof The parties aforesaid have hereunto 
set their hands and affixed their seals on the day and year 
•bosb.rllun. 


Illustration So 9 Articles of Copartnership 
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supers lses the meat department and Mr Miller has charge 
of finances and records 

During the \ear the three partners remodel the stores 
and combine them The} also bu> some new equipment 
At the end of the \earl} fiscal period the following finan 


cial statement is 
partnership 

prepared 

to show the status 

of the 

ASSETS 


CLAIMS AG UN ST ASSETS 

Cash 

5 5 800 

Accounts Pajable 


Merchandise 

11 500 

{Debts 

$ 800 

Equipment 

10 000 

B S Davis Proprietor 


Land and Buildings 

16 500 

ship 

VV H Baker Proprietor- 

13 000 



ship 

J W Miller Proprietor 

13000 



ship 

13 000 



Undivided Profits 

4 000 



Total Claims Against 


Total Assets 

$43 800 

Assets 

$43 800 


Has the partnership had a successful }ear’ Each part- 
ner has received a salary of $200 a month (according to 
the terms of the partnership agreement) , and, in addition, 
the profits for the }ear ha\e been $4,000, which is a return 
of approMmatel} 10 per cent on the proprietorship Such 
a return on an investment is usual!} considered very good 
Mr Miller, who had to borrow some of the mone} he used 
for his mv estment, probabl} had to pay 6 per cent interest 
As he received a return of approximately 10 per cent, the 
inv estment w as profitable to him also 

Other Turpcses for Which a Partnership Ma} Be Formed 
In addition to the advantages previously explained, there 
are other reasons for the formation of partnerships Some 
of them are 

1 In order to eliminate competition, two or more sole 
proprietors ma} combine their businesses b} organiz- 
ing a partnership 

2 An owner who wishes to retire from active manage- 
ment without retiring from the business may admit 
a partner to take over the active management 



3 By the combining of two or more businesses, an 
economy may be effected through the reduction of 
certain overhead expenses, such as advertising, sup- 
plies, equipment, fuel, and rent 

Advantages of the Partnership The following are some 
of the advantages of the partnership form of business 
organization 

1 The business is likely to be operated more efficiently 
than a sole proprietorship because two or more per- 
sons share in the management One partner may have 
special sales ability, another may have an aptitude for 
buying the right kind quality, and quantity of mer- 
chandise One partner may propose a change m the 
business and the other partner may be able to point 
out disadvantages in or modifications of the plan that 
were not apparent to the one who made the original 
proposal The combined abilities of the partners 
should result in more efficient operation than there 
would be if each were conducting a business os a sole 
proprietor 

2 When a business is started more capital can be sup- 
plied through the investments of two or more people 
than could be obtained ordinarily by one person Some 
businesses require a greater amount of capital for 
equipment and merchandise than one person might be 
able to supply but sufficient initial capital can be ob- 
tained if several persons enter into n partnership As 
a rule the additional capital needed for expansion is 
obtained more easily if there are several partners 

3 Because it has several owners who are responsible 
for the ownership and the management, the partner- 
ship usually has better credit than the sole proprietor- 
ship 

4 Each partner is likely to have a large personal fol- 
lowing that he can bring to the business 

5 Because of their financial responsibilities, the part- 
ners will take a greater interest in the business than 
would be taken b> employees hired by the business 
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Disadv antages of the Partnership. The following are 
some of the disadvantages of the partnership form of busi- 
ness organization 

1 According to law each member of the partnership 
has an unlimited financial liability for all the debts of 
the business Each partner is responsible for his share 
of the business debts but if one or some of the part- 
ners are unable to pay their share one partner may 
have to pay all the debts Suppose that the partner- 
ship of Davis Baker and Miller should fail and that, 
after all the business assets have been converted into 
cash and the liabilities paid with that cash there is 
still $9 000 due the creditors of the partnership Each 
partner should contribute S3 000 to the partnership 
so that there will be enough money to pay the re- 
maining business debts If both Baker and Miller, 
however, are unable to contribute their S6 000, but 
Mr Davis has enough property the law can compel 
him to contribute the entire $9 000 In such a case 
Mr Davis would then have a right of contribution 
claim against each of the other partners for $3,000, 
that is, he would have a claim against these partners 
and might, if necessary, sue them individually or 
jointly for the amount that he had had to pay m their 
behalf 

2. There is always danger of disagreement among part- 
ners The majority of the partners may want to 
change the nature of the business but are unable to do 
so because of the refusal of one partner For example, 
a partnership may have been formed for the purpose 
of conducting a retail piano business After a while 
the majority of the partners feel that it w ould be wise 
to discontinue selling pianos and handle radios As 
one partner disagrees, however, the partnership can- 
not make the change, although the change may seem 
very desirable 

3. Each partner is bound by the contracts of other part- 
ners if such contracts pertain to the ordinary opera- 
tions of the business There is alwajs the possibility 



of friction and hard feeling between partners if one 
partner makes a contract that turns out to be un- 
profitable to the partnership Furthermore, if there 
are many partners, certain ones may feel that they 
are not ha\mg their proper share in the manage- 
ment while others have too much authority This 
situation may cause disagreements and impair the 
efficiency of the business Such a condition may be 
partly prevented if the articles of copartnership spe 
cifically state the duties of each partner 

4 The life of a partnership is uncertain Usually, when 
the contract for a partnership is drawn up, a definite 
length of time, such as ten jears, is fixed for the 
existence of the business If one partner dies how- 
ever, there must be a dissolution of the partnership 
The deceased partner may have been the principal 
manager, and, as a result of his death, the business 
may suffer Or the heirs of the deceased partner may 
demand from the surviving partners an unfair price 
for the share of the deceased partner, or they maj 
insist upon the complete liquidation of the partnership 
so that they can obtain the share belonging to the 
deceased partner In the latter case, the assets that 
arc sold usually do not bring a fair price, and conse- 
quently all the partners suffer a Joss Under the laws 
of most states the bankruptcy of any partner, the 
entrance of a new partner, and the incapacity of a 
partner are other causes that may bring a sudden 
termination of the partnership just at a time when the 
business is beginning to prosper 

5 The amount of funds that a partnership maj obtain is 
limited by the contributions of the partners the earn 
mgs of the business and the amount that can be 
borrowed It i3 difficult for a partnership to obtain 
enough capital to carrj on a large enterprise unless 
the members of the partnership arc individual!} 
wealth} or unless they are many in number Too 
man} partners, however, may cause inefficiency in 
operation 
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6 Sometimes there is not a satisfactory distribution of 
the partnership profits according to the ability and 
the efforts of the individual partners The profits are 
shared on the basis of the partnership agreement 
If no provision is made in the agreement, the law 
requires an equal division of the profits Some of the 
common methods of distributing profits among part- 
ners are equallj in ratio to the capital of each part- 
ner according to some other agreed ratio, such as 
40 per cent to one partner and 60 per cent to the 
other partner with interest allowed on the capital 
of each partner and then the remaining profits divided 
equally or in some other ratio 

Limited Partnership In an ordinary partnership each 
partner is liable for the entire debt contracted by the part- 
nership Under the laws of some states a partnership can 
be formed that has at least one general partner and one 
special, or limited , partner whose name does not appear in 
the firm name In some states the name of the limited 
partner is included in the firm name The limited partner 
is the only one who is not liable for the debts of the part- 
nership m case of bankruptcy This type of partnership is 
known as a limited partnership In some partnerships of 
this type the word Limited, or the abbreviation Ltd , must 
be used after the name Usually the law requires that a 
certificate of limited partnership be filed in a public office 
of record and that proper notice be given to each creditor 
with whom the limited partnership does business If these 
requirements are not fulfilled, the limited partners have un 
limited liability in the same manner as a general partner 

Joint-Stock Companj . The so-called joint-stock company 
is a form of partnership The ownership of such a company 
is represented bj shares, or certificates, of stock that or- 
dinarily may be sold at will by the owners, or partners, 
without consulting the other owners A change in owner- 
ship does not dissolve the joint-stock company as it would 
an ordinary partnership The management of a joint-stock 
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company is in the hands of a board of directors, who arc 
elected by the individual shareholders The board of direc- 
tors may operate the business or may hire the necessary 
individuals to manage the business 

The shareholders of a joint stock company ha\e essen- 
tially the same liabilities as the partners in an ordinary 
partnership In other words, they are individually or col- 
lectively liable for any debts or any acts of the companj 
This type of company is not particularly common, although 
some partners prefer to change the form of their organiza- 
tion to a joint-stock company rather than to a corporation 

Kinds of Businesses Suited to the Partnership Torm of 
Organization The partnership form of organization is found 
in many businesses that furnish more than one kind of 
product or service Each partner usually looks after some 
phase of the business in which he has special ability 
Some examples of businesses that are well suited to this 
form are automobile sales and repair companies, retail gro- 
cery and meat markets, restaurants, radio stores with both 
sales and repair departments, barber shops and beauty par- 
lors, automobile repair and painting shops, camera stores 
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with film developing and printing services, men’s clothing 
stores and tailor shops, laundries with dry-cleaning de 
partments and landscape gardeners rendering tree sur- 
gery service For instance, in the case of an automobile 
company having separate sales and repair departments, 
one partner may handle sales and the other partner repairs 
Some garages have a new car sales department a used 
car sales department, and a service department, with a 
partner m charge of each of the three departments 

SELF-CHECKING STUDY QUESTIONS 
(Chapter III, Section I) 

Fill in the answers to the following questions in the space 
provided after each question Read carefully the instructions 
for each group of questions before writing your answers If you 
are doubtful about an answer reread the chapter until you fin d 
the correct answer then compare your answers with those on 
page 299 of this book Refer to the printed answers only after 
you have made a serious effort to answer all questions for other- 
wise the questions will not be of greatest value to jou If you 
have any incorrect answers reread the part of the chapter in 
which those questions are discussed 

True-False Questions 

Directions After each statement below that is true, draw a 
line under true ” After each statement that is false draw a 
line under 'false ” The first statement is given as a sample 

0 One of the weaknesses of a sole proprietorship is 
that the sole owner may not have varied enough 
ability for successful management true false 

1, In an individual enterprise stockholders receive 

the profits true false 

2 One advantage of an individual proprietorship is 

that risks are shared with other owners true false 

3 It is easier to start or discontinue a corporation 

than a sole proprietorship true false 

4 One of the advantages attributed to a sole pro 

prietorship is that the owner is personally ac- 
quainted with his employees true false 

5 The management of a sole proprietorship is easily 

adjustable to changing conditions true false 



44 


[ch.3 

C In a solo proprietorship one may perform the 
functions of a capitalist a land owner, and a 
laborer true false 

7 A sole proprietorship usually has better credit 

than a partnership true false 

8 Two sole proprietorships sometimes combine to 

decrease their income taxes true false 

D If one partner signs a contract to buy merchan 

disc the other partners are also responsible true false 
10 Each member of a partnership has unlimited 

f nancial liability for all the debts of the business true false 

Muttip!e>Cholec Questions 

Directions Place in the parentheses at the right of each of 
the following statements the letter that represents the word or 
group of words correctly completing the statement The first is 
given ns a sample 

0 The owner of an individual proprietorship owns all his 


assets provided there arc no (a) bonds owaied (b) 
creditors (c) partners ( b ) 

11 An enterprise owned b> one person is failed (a) a Jim 

Ited partnership (b) nn Individual enterprise, (c) a 
corporation ( > 

12 A financial statement of assets and claims against the 

assets is known ns (a) a balance sheet (b) a profit 
and loss statement (c) a statement of Income and ex 
pcnscs ( ) 

13 A business commonly operated ns a sole proprietorship 

is a (a) radio service store (b) chain store (c) auto 
mobile manufacturing plant ( ) 

14 A partnership is a business (a) organlicd as n closed 

corporation (b) owned by two or more persons (c) 
which has at least four owners ( ) 

15 The articles of copartnership constitute (a) a contract 
embodying the operating agreement of the partners 

(b) an agreement for the dissolution Df a partnership 

(c) a financial statement ( ) 

1C A partnership is likely to be operated more efficiently 

than a sole proprietorship because (a) It has a better 
legal status (b) it is subject to less taxation (c) two 
or more persons share In the management ( ) 

17 A partnership Is often able to operate n larger busi 
ness than a sole proprietorship because (a) there are 
fewer restrictions on a partnership (b> more capital 
can be supplied through imestments of two or more 
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persona, (e) customers prefer to buy from a partner- 
ship ( ) 

IS Each partner of a partnership is bound by the follow- 
ing type of contract entered into by other partners 

(a) contract to buy merchandise for the business, 

(b) contract with another partner to sell his home 

(c) agreement to sell the interest of another partner ( ) 

19 A limited partnership is one (a) limited in capital 

(b) having one partner not liable for the debts, (c) 
restricted to a specified line of business ( ) 

20 A joint stock company is one that (a) is organized for 
the purpose of owning corporation stock (b) is organ- 
ized for the purpose of dealing in livestock (c) per 
nuts partners to sell their shares or certificates with 

out dissolving the partnership ( ) 



Corporations and Corporate Combinations 

The Corporation, a Business Owned by Stockholders 
Dav is Baker and Miller of the partnership mentioned pre 
\ lously have learned from reading and obsenation that 
a large number of small businesses and nearly all the \cry 
large businesses are corporations They behe\ e that there 
is an opportunity to expand their business bj purchasing 
two small stores and operating the two new stores as 
branches They make a study of the corporation as a form 
of business organization and find that it is an association 
of individuals organized under a charter granted by the 
state It is m a sense an artificial person created by the 
laws of the state 

The essential characteristics of a corporation arc found 
to be as follows 

1 The ownership is divided into equal parts called shares 
of capital stock 

2 The stockholders own the business (There must be 
at least three ) 

3 The stockholders elect directors 

4 The directors formulate general plans and policies 
and appoint the officers 

5 The officers in a small corporation usuallj consist of 
a president a secretary and a treasurer 

C The officers have charge of the active management of 
the business * 

7 The officers have the privilege of cmplojing additional 
persons if necessary to operate the business 

The corporation is permitted to make contracts to bor 
row mono} to own property to sue and to be sued in its 
own name An> act performed for the corporation by an 
officer or an authorized emplojcc is not done in the name 
of the officer or the emplojcc but in the name of the cor- 
poration For example the treasurer of a corporation has 
the power to borrow monej for the corporation As he 
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Management of a Corporation As only the three stock 
holders own the business they become the directors 
Among themselves they elect officers Mr Davis is elected 
president Mr Baker vice president and Mr Miller sec 
retary and treasurer A simple organization chart of the 
new corporation is shown in Illustration No 12 



111 st at oi Vo 1 — A Orja <il o Chart of a 
Co po at ot 


Each stockholder will have 130 votes on matters arising 
in the meetings of the stockholders Voting stockholders 
usually have one vote for each share owned Should Mr 
Miller sell 66 of his shares to Mr Baker Mr Baker w ould 
own 196 shares or one share more than 50 per cent of the 
total 390 shares of stock that have been issued Then 
Mr Baker could control the corporation 

The law usuallj requires a corporation to send each 
stockholder at a specified time in advance a notice of a 
meeting to be held by the stockholders If a stockholder 
cannot attend the meeting personally he may be repre 
sented by a proxy A proxy is a written authorization for 
someone to v ote in behalf of the person signing the proxy 
It is a common practice for a blank proxy to be included m 
the letter announcing a stockholders meeting A form of 
proxy is shown in Illustration No 13 
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Closed Corporations. A closed corporation is one that 
does not offer its securities for public sale It is frequently 
owned by just a few stockholders some of whom may be 
actively engaged in operating the business in the same 
manner as partners operate a business Davis, Baker and 
Miller, Incorporated, is an example of a closed corporation 
The three former partners own all the stock and operate 
the business 

A closed corporation, under the laws of most states does 
not need to make its activities known to the public for its 
securities are not offered for general sale It must how- 
ever, submit reports to the state from which it obtained its 
charter, or for tax purposes must submit reports to all 
states in which it operates. 

Open Corporations. An open corporation is one that of- 
fers its securities for general sale For the benefit of pros- 
pective investors an open corporation must furnish to the 
public information regarding its earnings, assets and lia 
bilities These reports must be furnished in accordance 
with Federal and state laws and the rules of the stock 
exchanges 

Such corporations often have a \ery large number of 
stockholders, some having as many as several hundred 
thousand Most of the stockholders in these large corpo- 
rations own only a few shares, but, because of the great 
number of stockholders, such a corporation has a very 
large amount of capital Naturally, these large corpora- 
tions are not so simple in organization as Davis, Baker, 
and Miller, Inc The form of organization becomes more 
complicated as the business becomes larger 

Capital Stock. The ownership of a stock certificate of a 
corporation is evidence of part ownership in the corpora- 
tion. A stockholder of a corporation does not have the 
same responsibility as a partner in a partnership that is, 
he has no liability beyond the extent of his ownership If 
the corporation fails, he may lose the money that he has 
invested in the corporation, but the creditors cannot collect 
any additional amounts from the stockholders 



Common Stock The two kinds of stock most frcqucntlj 
issued bj n corporation arc known as contmon stock and 
preferred stock So far as profits are concerned the owners 
of common stock are in much the same position as the 
partners in a partnership They participate in the manage- 
ment of the business and share in the profits if there are 
any They do not obtain earnings however until all other 
macstors have been paid Furthermore there is no fixed 
rate of earning on common stock The stock issued to 
Davis Biker and Miller is common stock Their ownership 
of the stock permits them to operate the business 



Illustration No H—A Common Stock Certificate 
of No Par 1 alue 


Preferred Stool Preferred stock ns its mme indicates 
has some kind of preference over the ordinary or common 
stock A point of distinction applicable to all preferred 
stock is preference in the distribution of profits Whenever 
profts arc distributed the preferred stockholders must 
receive their dividend first A corporation must of course 
paj its regular debts and interest on borrowed mone} be 
fore nn> dividend can be paid Holders of preferred stock 
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usually receive a fixed dividend, ranging from 5 to 7 per 
cent of the face value of the stock 
Let us see just how this plan works out Suppose that a 
certain corporation has issued $50,000 of 7 per cent pre- 
ferred stock and also $50,000 of common stock, and that 
the profits for a certain year are $4,000 The preferred 
stockholders will receive their 7 per cent of $50,000, which 
is $3,500 Then there is only $500 remaining which is 
available for the common stockholders But suppose that 
the same corporation should earn $12,000 in profits during 
a certain other year In this case the preferred stock- 
holders would be paid their fixed rate of dividend (7 per 
cent), or $3 500, and there would be $8,500 left for distri- 
bution to the common stockholders If this whole amount 
were distributed, the common stockholders would receive 
a dividend of 17 per cent It is, however, usually not a 
good policy to distnbute all the profits It is better to 
keep some of the profits as a reserve (or surplus) If all 
the profits are paid out in the form of cash, a company 
may later need to borrow money in order to carry on its 
operations Some corporations prefer to leave a surplus 
in the business so that, if no profit is earned during a par- 
ticular period, they may still pay a dividend out of the 
surplus that was previously earned If a corporation pays 
out all its earnings and profits, it may have serious diffi- 
culty if a loss is suffered durmg any particular year It is 
good practice for corporations to build up a surplus. 

Ordinarily the preferred stockholders do not have any 
voting privilege in. the management of the business, al- 
though the ownership of certain types of preferred stock 
does permit such activity in case dividends are not declared 
and paid regularly Some kinds of preferred stock carry a 
special privilege with regard to claims against the assets. 
For instance, if the corporation ceases operations, the 
TfcftihtaAftera nrccft. ■pati \yeitne Vnc ttimmtn 
stockholders. 

For example, suppose that a corporation has outstand- 
ing $50,000 of common stock and also $50,000 of stock 
that is preferred as to assets. During the ensuing liquida- 




Illustration No IS — A Preferred Stock Certificate 
of Par Value 

tion process all the assets are converted into cash and all 
the creditors are paid There then remains $80 000 in cash 
The sum of $50 000 must be paid to the stockholders whose 
stock is preferred as to assets Consequently the holders 
of common stock receive only $30 000 Thus the common 
stockholders receive only 60 per cent of the full face value 
of their stock Had there been no preference as to assets 
all the stockholders both common and preferred would 
have shared equally each group receiving $40 000 
When a corporation goes out of business however the 
preferred stockholders seldom get much from the assets 
because the assets usually are sold for much less than 
their value on the books of the corporation and often do 
not bring enough to pay the creditors 
Preferred stock may be cumulative or noncumulative If 
it is cumulative the owners are entitled to the payment of 
a dividend for each year even though the dividend for any 
particular >ear was not paid during that year If for in 
stance profits are not distributed for a year or more all 
the dividends on preferred stock that were due in the past 
must be paid to the preferred stockholders before the com 
mon stockholders begin to receive any dividends again 
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Suppose for example a corporation has $50 000 of 7 per 
cent cumulativ e preferred stock- During one j ear there are 
no earnings and no dividends are paid During the follow 
ing jear the earnings are large In this second j ear a divi 
dend of 14 per cent or S7 000 must be paid to the holders 
of the cumulatn e preferred stock before a dividend can be 
paid to the common stockholders 

There is a common misunderstanding that the rate of 
dividend specified on preferred stock is guaranteed It is 
not guaranteed in anj sense of the word but the preferred 
stockholders must be paid dividends before the common 
stockholders have a right to anj 

If the stock is non cumulatn e the preferred stockholders 
are not assured their income m case the corporation ceases 
tempo ranlj to paj dividends If the corporation does not 
earn a profit or have a surplus it maj not declare dm 
dends In such a case the preferred stockholders begin to 
receive their regular dividend when the company makes 
profits again but thej do not receive dividends for the 
time when no profits were earned. 

Preferred stock maj also be classified as participating 
or nonparticipating Ordinanlj the common stockholders 
share in the profits after the preferred stockholders have 
been paid. If the common stockholders have a right to all 
the earnings bejond a fixed percentage paid to the pre- 
ferred stockholders the preferred stock is said to fc° non 
participating but if the preferred stockholders share m 
the excess earnings under some predetermined plan the 
preferred stock is said to be participating In other w ords 
this stock participates with the common stock m the earn 
mgs bej ond the fixed rate of dividend paid to the preferred 
stockholders 

There are man} ways m which the preferred stock maj 
participate For instance the fixed rate for preferred stock 
maj be giv en to both the preferred and the common stock- 
holders and then all the remainder of the profits maj be 
distributed to the preferred stockholders In another case 
the preferred stockholders maj receive their fixed rate the 
common stockholders the same rate, then the preferred 
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stockholders 4 per cent, the common stockholders 2 per 
cent, and finally the preferred stockholders the remainder 
Which Kind of Stock to Issue. One of the problems that 
must be decided in organizing a corporation is the amount 
of capital stock to be issued and the kind or kinds "When 
application for a charter is made, information must be 
given as to whether all the stock of the proposed corpo- 
ration is to be common or whether part is to be common 
and part preferred, and which kind or kinds of preferred 
are to be issued The charter issued to the corporation 
states the kind or kinds of stock and the amount of each 
that may be issued No other kinds can be issued unless 
authorization is received from the government 
In starting a business, it is usually a good plan to issue 
only common stock Even though profits may be made from 
the very beginning, it is often desirable to use those profits 
in the expansion of the business If preferred stock is 
issued, the corporation is under an obligation to pay the 
specified dividend If the company begins business with 
common stock and later finds it desirable to expand the 
business, it may then issue preferred stock in order to 
induce others to invest in the company 
Par-Value and No Par-Value Stock. In many states, cor- 
porations have the privilege of issuing par-value stock or 
no par-value stock Illustration No 14 (page 52) shows a 
certificate for no par value stock. Illustration No 15 (page 
54), a certificate for par-value stock 
Each certificate of stock must show the number of shares 
that it represents If the stock has a par value, the certifi- 
cate must indicate that value The par value of a share 
may be almost any amount but it is usually $100 $50 or 
$10 Many corporations prefer to issue stock with a low 
par value such as $10 in order that they may induce a 
large number of small investors to buy the stock For 
example, if stock sold at $1,000 a share, there would be 
fewer people who could buy it than if the stock sold for 
$10 a share With a large number of people owning stock 
m a company, there should be many "boosters” for that 
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company. But, on the other hand, a large number of stock- 
holders will mean more clerical work in keeping the records 
of the various stockholders, in sending out many more 
notices of stockholders’ meetings, m computing dividends 
and in writing dividend checks 
Dividends on par value stock may be declared in terms 
of a percentage of the par value but they are required by 
most stock exchanges to be specified as a certain amount 
on each share Dividends on no par-value stock are always 
quoted as a certain amount a share 
The value indicated on a stock certificate should not be 
confused with the market value, which is the \ alue at which 
the stock is bought and sold on the stock exchanges A 
share of a certain stock may have a par value of $50 but 
because the company that issued it has been prosperous 
and has been paying large dividends, certain people may 
be willing to pay $60 for it If a corporation has not been 
successful financially, the market value of its stock is likely 
to be less than the par value 
No par-value stock is essentially the same as par-value 
stock, except that the former bears no statement that pro- 
fesses to indicate its value at the time it is issued Its use 
avoids the inference of a specific value 
Another term, book value, is often used m connection 
with the value of a share of stock The book value of a 
share is found by dividing the net worth (stock outstanding 
plus undivided profits) of the corporation by the total 
number of shares outstanding Thus, if the net worth of a 
corporation is $75,000 and the number of shares of stock 
outstanding is 1,000, the book value of each share is $75, 
regardless of whether the stock has a par value of $50 or 
$100, or whether it has no par value 

Corporate Bonds. Illustration No 16 shows another 
means by which a corporation may obtain additional 
money By reading the face of this corporation bond, you 
will see that the bond is a written promise to pay a defi- 
nite sum of money at a specified time It also contains an 
agreement to pay interest at a specified rate at certain in- 








ch 3] 


59 


mortgage bonds pledges some specific assets as a guar- 
antee that the interest and the principal will be paid ac- 
cording to the terms specified in the bonds The assets 
that are commonly used as security for such bonds are 
land, buildings, or machinery Debenture bonds have no 
specific assets behind them They are secured by the faith 
and the credit of the corporation that issues them Public 
corporations, such as city, state, and Federal governments, 
usually issue debenture bonds when they need to borrow 
money Private corporations usually find it difficult to sell 
debenture bonds, although they probably prefer to issue 
debenture bonds instead of mortgage bonds If the latter 
type is issued and the corporation is unable to meet some 
of the interest payments as they fall due, the bondholders 
may start foreclosure proceedings against the corporation 
Such proceedings are usually instituted through the trustee 
of the bondholders The trustee is ordinarily a bank that 
holds the mortgage representing the security for the mort- 
gage bonds 

There are two general forms of bonds (a) coupon bonds 
and (b) registered bonds As coupon bonds are generally 
payable to the bearers, the corporation that issues them 
has no way of knowing who are the owners at the time 
interest payments are due Because of this fact, coupons, 
one for each interest-due date, are attached to such a bond 
The owner of the bond may collect the interest by clipping 
off a coupon and cashing it at the office of the corporation 
or at a bank on or after the date specified For example, 
the interest on the coupon bond illustrated is payable on 
June 1 at the Chase National Bank, of New York The 
coupon may be presented at this bank for payment, or it 
may be giv en to any other bank for collection If the owner 
of the bond lives in Buffalo, he may turn the coupon over 
to his local bank for collection from the bank in New York 
The bank m Buffalo will charge a fee to the owner of the 
bond The corporation that issued the bonds will settle 
with the Chase National Bank, of New York 

If registered bonds are issued, the corporation keeps a 
record of each owner and pays the interest and the prin- 



cipal by check to the registered owner. This type of bond 
means more clerical work for the corporation, but it is pre- 
ferred by many people who buy bonds 

Sometimes convertible bonds are issued The holder of 
such bonds has the privilege of exchanging them for a defi- 
nite number of shares of stock This feature is attractive 
to the holder He receives a fixed rate of interest as long 
as he holds the bonds, and later, if the corporation should 
begin to earn large profits and to pay large dividends, he 
may exchange the bonds for stock and begin receiving divi- 
dends instead of interest. 

Expansion of a Corporation. Davis, Baker, and Miller, 
Inc., decide to carry out their original plan to expand the 
business by buying the land and the buildings for two addi- 
tional stores They have investigated carefully the stores 
that they wish to buy. They find that the two stores can 
be bought for $30,000, which they believe is a fair price 
They are now confronted with the problem of raising suffi- 
cient capital to make the purchase and add $10,000 to the 
cash operating fund Although they realize that they will 
have to pay a higher rate of earnings on preferred stock 
than they would on bonds, they decide to sell preferred 
stock, for it will place on them no obligation to repay to 
the stockholders the original amount of the investment If 
they were to issue bonds, however, the bondholders would 
at a specified time have to be repaid the principal of their 
investment If business conditions were to continue to be 
good, the bonds could probably be paid off easily, but if 
business conditions were to become unfavorable, the cor- 
poration might not be able to pay the principal of the 
bonds The issuing of preferred stock is therefore the more 
advisable procedure 

The officers of the corporation obtain permission from 
the secretary of state to issue $40,000 worth of preferred 
stock with a fixed dividend rate of 7 per cent a year. The 
stock is offered for sale at $100 a share The officers suc- 
ceed in selling only 110 shares of the stock, which bring 
them only $11,000 m cash They therefore decide that their 
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only alternative is to issue bonds They obtain permission 
from the secretary of state to issue $30,000 worth of bonds 
in denominations of $100 with interest at 6 per cent a year 
The corporation closes the sale after selling $29 000 worth 
of bonds at the par value With the proceeds from these 
sales it purchases the two stores The financial statement 
of the corporation then appears as follows (It is assumed 
that no time has elapsed between the date on which the 
previous statement was prepared and the date on which 
the following statement was prepared ) 

ASSETS CLAIMS AGAINST ASSETS 

Cash $15 800 Accounts Payable (Debts) $ 800 


Merchandise 11 500 Bonds Payable 29 000 

Equipment 10000 Preferred Stock 11000 

Land and Buildings 46 500 Common Stock 39 000 

Undivided Profits 

(Surplus) 4 000 

Total Claims Against 

Total Assets $S3 800 Assets $83 800 


A. more conservative procedure for this corporation 
would have been to rent the store buildings If funds were 
then needed to buy additional merchandise and equipment, 
and the officers did not wish to obtain a short-time loan 
from the bank the corporation could have issued the pre- 
ferred stock and the bonds 

Suppose that, at the end of another fiscal period, the 
financial statement of the corporation appears as follows 

ASSETS CLAIMS AGAINST ASSETS 

Cash $18 500 Accounts Payable (Debts) $ 500 


Merchandise 13 000 Bonds Payable 29 000 

Equipment 12 500 Preferred Stock 11 000 

Land and Buildings 46 000 Common Stock 39 000 

Undivided Profits 

(Surplus) 10 500 

Total Claims Against 

Total Assets $90 000 Assets $90 000 


The directors declare and pay the 7 per cent dividend on 
the preferred stock This payment reduces the cash by 
$770 and the undivided profits by a like amount A 6 per 
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cent dividend is also declared and paid on the common 
stock This dividend reduces the cash by $2,340 and the 
undivided profits by the same amount. A financial state* 
ment prepared at this time appears as follows 


ASSETS 

Cash 

Merchandise 

Equipment 

Land and Buildings 


Total Assets 


$15 390 
13000 
12 500 
46000 


$86 890 


CLAIMS ACAINST ASSCTS 


Accounts Payable (Debts) $ 500 

Bonds Payable 29 000 

Preferred Stock 11000 

Common Stock 39QQ0 

Undivided Profits 

(Surplus) 7380 


Total Claims Against 

Assets $86 890 


Advantages of tho Corporation The corporation has a 
number of advantages as compared with the sole propne 
torship and the partnership Some of these are 

1 Except in a few cases the owners (stockholders) are 
not legally liable for the debts of the corporation be- 
yond their investments in the stock Thus persons, 
whether they have only a few dollars to invest or 
whether they have thousands of dollars, may invest 
in a corporation without incurring a liability 

2 The corporation is a more permanent type of organ- 
ization than the sole proprietorship or the partnership 
It may continue to operate as long as the term stated 
in the charter, without danger of interruption because 
of the death of an owner or because of other changes 
in the ownership 

3 The corporation can accumulate money from several 
sources This advantage makes possible large scale 
business operations and the hiring of expert manage- 
ment 

4 It is easy to transfer ownership in a corporation A 
stockholder may sell his stock to another person and 
transfer the stock certificate which represents the 
ownership to the latter When shares arc transferred 
the transfer of ownership is indicated in the records 
of the corporation and a new certificate is made out 
m the name of the new stockholder 
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5 A corporation may be able to attract a large number 
of stockholders, who, m turn, will help to advertise 
the business and will recommend its products or 
services 

Disadiantages of the Corporation. Although we have 
seen that there are several distinct advantages to the cor- 
poration, there are also a number of disadvantages Some 
of the most significant disadvantages are 

1 A corporation is permitted to engage only in those 
activities that are specified in its charter Should 
Davis, Baker, and Miller, Inc , wish to add to their 
business a department selling hardware, they would 
be unable to do so unless they went through the legal 
formality of obtaining a new charter As a partner- 
ship they could have added the other department with- 
out governmental consent, provided the expansion was 
agreeable to all the partners 

2 A corporation cannot do business where\er it pleases 
Davis, Baker, and Miller, Inc , are granted permission 
to conduct their business only in the state of New 
York Should they wish to do business in adjoining 
states, they would probably be required to obtain in 
each state a license as a foreign corporation and to 
pay a fee for the privilege of doing business in the 
state 

3 A corporation must make special reports to the state 
from which it obtained its charter, as well as to other 
states in which it may be doing business There is 
consequently an increased need for detailed financial 
records and reports 

4 Large corporations are seldom managed by men who 
take the personal interest of a sole proprietor or a 
partner Stockholders who own only a few shares or- 
dinarily are not interested personally in the manage- 
ment of the corporation The corporation is therefore 
managed largely by a small group of stockholders 

5 The corporation is usually subjected to more taxes 
than are imposed on the sole proprietorship and the 



partnership Some taxes that are special to the cor- 
poration are * a filing fee, which is payable on apph 
cation for a charter, an organization tax, which is 
based on the amount of authorized capital stock, an 
annual state franchise tax, which is usually based 
upon the profits, a Federal income tax. The first three 
of these vary m the different states 

6 The regulation of corporations by states and by tbe 
Federal Government is becoming more strict and 
burdensome 

7 Large corporations that have many stockholders have 
an added expense in the great amount of clerical work 
required, particularly in keeping the records of stock- 
holders and in paying dividends 

Types of Businesses Organized as Corporations. A sur- 
vey of businesses would show that almost every kind of 
business may exist as a corporation, but there are two par- 
ticular kinds that are generally organized as corporations 

1, Those businesses that require large amounts of capi- 
tal, such as railroads, companies that supply power 
and electricity for large cities, automobile manufac- 
turing concerns, iron and steel manufacturing indus- 
tries, large hotels, and office buildings 

2 Those businesses that have uncertain futures, such as 
amusement parks, makers of amusement devices, pub- 
lishers of new magazines, and manufacturers of nov- 
elty articles Persons who organize these types of 
businesses do not wish to assume the additional risk 
that falls upon a sole proprietor or a partner in case 
of failure of the business 



9 The officer of a corporation who makes a contract 

for the corporation is personally responsible true false 
10 It is easy to transfer ownerships in a corpora 

tion true false 


Multiple-Choice Questions 

Directions Place in the parentheses at the right of each of 
the following statements the letter that represents the word or 
group of words correctly completing the statement The first 
is given as a sample 

0 A registered bond gets its name from the fact that. 

(a) it is registered m the state capitol (b) it is regis 
tered by the Federal government (c) interest and 
principal are paid to the owner registered on the books 
of the corporation ( c ) 

11 Those who are responsible for the active management 

of a corporation are the (a) stockholders (b) bond 
holders (c) officers ( ) 

12 A corporation stockholders proxy is (a) a certificate 
for the transfer of stock (b) a vote on corporation 
affairs (c) a written authorization for someone to 
vote in behalf of the stockholder signing the proxy ( ) 

13 A closed corporation is one that (a) has been closed 
because of bankruptcy (b) does not offer its securities 
for public sale (c) has such a demand for its stock 

on the offer market that there are no shares available ( ) 

14 One who owns a stock certificate of a corporation is 
(a) a creditor of the corporation (b) a part owner 

of the corporation (c) a partner ( ) 

35 Generally speaking common stockholders are entitled 
to (a) share profits after preferred stockholders are 
paid (b) share profits before preferred stockholders 
are paid (c) receive no profits ( ) 

16 Generally speaking preferred stock is (a) preferred 
because of its price (b) preferred as to dividends 

(c) preferred because of exemption from taxes ( ) 

17 If there are any profits those who must be paid first 
are (a) common stockholders (b) preferred stockhold 

era (c) bondholders ( ) 

18 If the preferred stockholders share in excess earnings 

under a predetermined plan the preferred stock Is 
called (a) participating (b> nonparticipating (c) 
noncumulative ( j 

19 The interest on coupon bonds is generally payable to 

(a) the registered owner (b) the bank (c) the bearer ( ) 
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20 A business ordinarily organized as a corporation is 
(a) an automobile manufacturing plant (b) a grocery 
store (c) a garage ( ) 

PRACTICAL PROBLEMS 
(Chapter III) 

Complete the following problems If you are doubtful about 
decisions reread the chapter After you have completed the 
exercise >ou will find suggested solutions on page 303 of this 
book If jour answers do not follow the suggested solutions 
restudj jour text then write your answers again 
3A In the financial statement of the partnership of Davis Baker 
and Miller on page 37 there is an item of $4 000 of undi 
vided profits If these profits are distributed (a) how much 
will each partner get and (b) how will the financial state- 
ment appear after the distribution 7 
3B Assume that in the partnership of Taylor & Williams the 
capital of Taylor is 515 000 and the capital of Williams 
$10 000 How should $3 500 of profits be divided if earnings 
are distributed in proportion to the capital of the partners 7 
3C Suppose that in the partnership of Davis Baker and Miller 
the death of Mr Miller occurs on May 1 of a certain year 
Referring to Article Nine in the articles of copartnership 
on page 36 state how the profit of $3 600 for the entire 
fiscal jear ending on the next January 31 should be divided 
3D By referring to the following balance sheet answer the 
questions given below 

THE EMPIRE CORPORATION 
Balance Sheet 

LIABILITIES AND CAPITAL 
Accounts Payable $ 2 000 
6% Bonds Payable 20 000 

Common Stock 
Authorized 550 000 
Unissued 10 000 

Outstanding 40 000 

7% Preferred Stock 
Authorized So0 000 
Unissued 30 000 
Outstanding 20 000 

(Surplus) 8000 

Total Assets 590 000 Total Liab and Capital 590 000 

(a) What was the organization tax if the rate was 50 cents 
on each $1 000 of authorized capital stock 7 


ASSETS 

Cash 515 500 

Accounts Recei\ able 5 000 
Merchandise 20 000 

Equipment 4 500 

Real Estate 45 000 



(b) If the par value of each kind of stock Is $50 how many 
shares of each kind are outstanding 7 

(c) What is the hook value of each share of stock' 7 

(d) If the directors decide to distribute $3 400 as dividends 
how much will be paid to the common stockholders and 
to the preferred stockholders 7 How much should Mr 
Goodman receive if he owns 10 shares of common stock 
and 25 shares of preferred stock 7 

(e) Suppose that the preferred stock is cumulative and that 
the corporation was unable to pay any dividends last 
year How should $6 000 of undivided profits be divided 7 

CORRESPONDENCE AND DISCUSSION PROBLEMS 
(Chapters 1. 11, and 111) 

If you are a regularly enrolled student in the United States 
Armed Forces Institute you are entitled to assistance from an 
instructor by correspondence if you wish such assistance These 
problems are for that purpose However you are not obligated 
to send in these assignments If you want suggestions on your 
work write out your answers to these assignments and send 
them to the United States Armed Forces Institute as instructed 
on page v of this book. 

If you are working m a class under an instructor the assign 
ments may be used for discussion or for written outside work. 

1 Are large businesses more efficient than small ones 7 

2 Instead of trying to think of some novel idea or invention 
for a business suggest a sound basis for a new business 

3 Is it possible to determine precisely the existing phase of the 
business cycle 7 

4 What is the danger of investing money in a building when 
a business Is being organized 7 

5 What is turnover and how does it affect the profitableness 
and the working capital of a business 7 

6 How is a partnership affected when a partner withdraws 
from the business 7 

7 If a partnership that fails and cease3 operations is unable to 
pay all its debts what may the creditors do 7 

8 If an investor does not care to participate in the management 
of a business which is the more satisfactory type of organ 
ization in which to Invest his money a partnership or a cor 
poration 7 Why 7 

0 Does the 13 ax vahie of 1. -if.ofk. usdmAt As -vtiW* 



CHAPTER IV 


PROBLEMS OF SELECTING A BUSINESS 
LOCATION 

Purpose of the Chapter The location of a business in 
most cases is an important factor in determining whether 
the business will be a success or a failure The discussion 
m this chapter will answer many questions with regard to 
location some of which are 

1 What are the ways of selecting a good location 7 

2 What are the possibilities of particular locations 7 

3 How do automobile and pedestrian traffic affect loca 
tions 7 

4 What are some of the common errors m selecting 
locations 7 

5 What are some of the factors that affect the location 
of manufacturing industries 7 

Importance of Selecting the Proper Location Selectmg 
a location should not be a matter of guesswork The proper 
location is frequently the factor that determines the sue 
cess of a business The United States Department of Com 
merce has conducted studies that disclose the importance 
of the proper location of stores Some types of businesses 
do well m one kind of location whereas other types would 
not succeed m such a location Some of the large chain 
store organizations have a special department that selects 
the locations for stores Some compames have found that 
the elimination of unprofitable stores and the relocation 
of the remaining stores increase sales and thereby increase 
profits What is true for a company that operates several 
stores is true for the business that consists of only one 
store that is each location must be studied as a distmet 
problem 

Selecting a Location As transportation facilities im 
prove businesses tend to congregate There was a time 
when single stores were common m rural districts A1 
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though such stores may still be found, they are gradually 
clustering together in small communities because of the 
improvements in transportation facilities As a result of 
the use of the automobile, people in a rural community ride 
to a larger town to buy instead of patronizing a neighbor- 
ing store One who contemplates operating a store m a 
small town must recognize the fact that some of the cus- 
tomers will prefer to go to larger communities for their 
important purchases The success of a store will, to a large 
extent, depend upon the owner’s ability to interpret the 
particular wants of the people in the surrounding com 
munity, to fill those wants, and to encourage the people to 
buy at home In other words, a good merchant is one who 
serves as a good purchasing agent for the people whom 
he serves 

In cities, stores congregate in groups, forming what are 
commonly known as shopping centers Neighborhood stores 
and neighborhood garages are still common, but such busi- 
nesses are usually fairly well concentrated in location A 
shopping center that includes a dry-cleaning establishment, 
a dnigstore, a meat market, two grocery stores, a garage, 
a barber shop, an electric supplies shop, a beauty parlor, 
and a motion-picture theater is reasonably well balanced 
If it included four drugstores, however, instead of one, it 
would not be a particularly attractive business location for 
a new drugstore While there are advantages in congre- 
gation, there may be a disadvantage because of too much 
competition m one particular type of enterprise 

Downtown locations in cities are good for department 
stores, hotels, restaurants and parking lots Large com- 
plete food stores are also commonly found in the downtown 
sections of cities Such a section can support, however, 
only a limited number -of grocery stores and meat markets 
These accommodate the people who live in this part of the 
city and some who buy on their way home The average 
town or city can support only a few fresh produce mar- 
kets where merchants and farmers congregate. fx> se)J thejr 
products These naturally must be located in some central 
downtown area to be accessible from all parts of the city 
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Downtown locations are ordinarily preferred for the sale 
of products that are not purchased so frequently as food 
products The purchase of furniture for instance is suffi 
ciently important for the customer to be willing to make a 
special trip Many housewiv es howev er prefer to buy food 
supplies near their homes and thus to save time 

Corner locations have the advantages of accessibility and 
effective display but they usually cost more than others 
The manufacturer has problems of location that are dis- 
tinct from those of the merchant. His market is not always 
close to him. In fact he frequently serves a wide area 
whereas the retailer serves a relatively restricted area 
The person who sets up a simple roadside stand must 
follow an intelligent plan of selection if he expects to be 
successful For instance he must consider (a) the amount 
of traffic that passes the location (b) the type of traffic 
(c) the habits of the people with regard to buying from 
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Illustration No IS — A Roadside Bland Must Be Convenient 

roadside stands, (d) the convenience of location for stop 
pm g and parking, (e) the appearance of the stand, (f) the 
location with respect to a large community, and (g) the 
location with respect to competitors If a desirable location 
has been selected, the success of the roadside stand will 
depend upon practices of courtesy, honesty, efficient service, 
and good quality Such an enterprise usually thrives upon 
a good reputation, but fails upon a bad one 

z. Vc/mAvot, ten 2, mamfi Ataavag triterpmfc fe 
quite a complicated procedure if it is done scientifically 
Such an enterprise must consider carefully such factors 
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as (a) the extent of the market (b) the location of the 
market, (c) labor conditions, (d) the supply of proper 
labor, (e) the sources of materials, (f) transportation 
costs (g) transportation facilities and (h) production 
facilities and costs Several locations should be compared 
with a view to selecting the proper one 

Est ima ting the Prospects of the Location, In addition to 
the transportation facilities, zones, and other factors, the 
population of the particular commumt) should be studied 
to find the location of customers For example, Illustration 
No 19 on page 74 provides some information about the 
characteristics of a community A study of census figures, 
local welfare figures, statistics from the United States 
Department of Commerce, and information from the local 
chamber of commerce will frequently disclose the charac- 
teristics of the community Cham store organizations make 
these studies in a scientific manner One chain-store or- 
ganization covers the following factors m its study of store 
locations 

1 Age and sex of the prospective customers 

2 Habits of the prospective customers 

3 Racial characteristics 

4 Conveniences demanded 

5 Needs of the people 

6 Occupations of the people 

Influence of Traffic on the Location of Stores The traffic 
problem is a serious one for stores Merchants have found 
that a scarcity of parking facilities discourages shoppmg, 
for people often buy at stores that can be reached easilj 
Some merchants have found it profitable to provide free 
parking space for customers or to make arrangements with 
the managers of garages and parking lots to reduce rates 
for the customers of the stores Some stores that are not 
located m the shopping district provide special transporta- 
tion facilities, such as busses If all merchants in the same 
kind of business provide similar service, no merchant gams 
any particular advantage, but all gam some advantage be- 
cause shoppmg has been made easier. Nevertheless, the 
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cost of the added service must be included in the selling 
price of the merchandise 

Another important aspect of traffic has to do with what 
is called the traffic count This term refers to the number 
of vehicles or the number of people that pass a specific 
location Real estate firms large stores and chain store 
organizations conduct traffic counts to determine the rela- 
tive values of different locations For example, if a person 
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is considering two locations for a women s shoe store he 
may ha\e a traffic count made of each location If the 
traffic count shows that three hundred women pass one 
location m an a\erage day whereas fi\e hundred pass the 
other location during the same time the latter is to be 
considered the better location If a count of automobile 
traffic were made it might show that one hundred women 
pass the first location m automobiles during an a\erage 
day whereas only fifty pass the second location The latter 
would still be considered the better location because the 
number of people who walk by a store is more important 
than the number who ride by 

A high automobile traffic count is more important if 
there are parking facilities m the immediate \icimty than 
it is if there are no parking facilities Many people raaj 
pass a location in automobiles but if thej cannot stop and 
park their cars the location has no particular advantage 
from the point of view of shopping although it does ha\e 
an advantage from the point of view of publicity The 
traffic count of automobiles is of course more important 
than the pedestrian count in the case of determining a 
location for a garage or a filling station 

What Is a Good Location*’ The rent to be paid for a loca 
tion should have a satisfactory ratio to the anticipated 
sales \olume The tables in Chapter V show satisfactory 
ratios As good locations usually have high rents rent 
should be considered only as a percentage of the antici 
pated sales volume In other words a location that is poor 
requires onl> a low rent because the anticipated sales 
\olume in such a location will be lower than it would be 
in a better location 

In comparing one business location with another it is 
necessary to consider other factors If automobile parking 
lots are near people can park their cars and shop con 
\emently A location near apartment buildings should 
be fa\orab!e for a food store Locations near bus terminals 
should be favorable for restaurants Grocer} stores meat 
markets and drugstores attract customers to a shopping 



center. Such a shopping center should therefore be favor 
able for a hardware store 

An automobile sales district is ordinarily not a satisfac 
tory location for a retail store A location near public build 
ings or in a manufacturing district is not favorable for such 
a store because it is inconvenient to large numbers of 
potential customers 

Sometimes one side of a street may be a good location 
whereas the other side may be undesirable For instance 
the character of the businesses on one side of a street may 
attract certain types of customers The sunshine on one 
side of a street may be so hot in the summer that people 
Will walk on the shady side One side of a street often has 
more pedestrian traffic than the other and may therefore 
be a better location for certain types of businesses 

Some Common Errors In the Location of Stores When 
people go into a retail business or when retail merchants 
change their location, they frequently make mistakes 
Some of the most serious mistakes are 

1 The retailer is influenced too much by vacant space 
and low rent, and the expectation that customers will 
come to him He bases the selection of his location 
on cost rather than on suitability His business con- 
sequently fails because it is located where too few 
customers pass 

2 The fact that several stores are already located m a 
section encourages the retailer to select the same 
location The volume of business available in this 
section is not sufficient, however, to support all the 
merchants there 

3 The location may be suitable for one type of business 
but unsuitable for another 

Fitting Into the Community. In studying the suitability 
of a location, the retail merchant should give careful con- 
sideration to the type of community There is a general 
tendency for all merchants to improve the appearance of 
their stores It is natural however, to expect a store in a 
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better residential action to be more modern and better 
equipped than a store in a neighborhood in which the 
people are interested mainl> in obtaining the most value 
for their monej These factors of location vail govern the 
decoration of the front and the interior the arrangement 
and displa} of the merchandise and the types of service 
offered. ell to-do customers are frequently willing to paj 
a little extra m order to hai e their merchandise delivered, 
whereas persons in meager circumstances are not willing 
to paj for this extra service 

Regional JIarhets A business can expand within certain 
limits set bj competition financial support economy in 
distribution and efficiencj m service Mam businesses that 
operate in local markets eventual]} extend into regional 
markets that take m more tha n one state For i nsta n ce 
some ice-cream manufacturers expand from one city to an 
other until the} co\er a regional market such as New Eng 
land, the Ohio Vallej or the West Coast. Seldom, however, 
does an ice-cream manufacturer extend marketing into 
a particularly large area Some cand} manufacturers who 
start as small enterprises e\ entuali} expand mto regional 
markets and a few of there expand mto national markets 
Numerous food products as well as other products are 
sold in regional markets but often no attempt ever 
made to market them natio nally 


SELF-CHECKING STUDY QUESTIONS 
(Chapter 1YJ 

Fill in the answers to the following questions in the space 
provided after each question. Pe°d carefully the instructions 
for each group c r questions before writing jour answers If you 
are doubtful about an answer reread the chapter until you find 
the correct answer then compare your answer with those on 
page ’’99 of this book. Refer to the printed answers only after 
j ou have made a serious effort to answer all questions for other 
wise the que*>uons will not be of greatest value to you. If you 
have an> incorrect answers reread the part of the chapter in 
which those questions are discussed. 
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True-False Questions 

Directions After each statement below that la true, draw a 
line under “true.” After each statement that is false, draw a 
line under “false.” The first statement is given as a sample. 


0. Selecting a good location is guesswork 

1 Improvement in transportation in a particular lo- 
cation causes businesses to congregate 

2. The increased use of automobiles has improved 

the status of the crossroad country store 

3. A small shopping center which Includes one dry- 

cleaning establishment, one drugstore, one meat 
market, two grocery stores, one garage, one bar- 
ber shop, and one electric supply shop can also 
support one or two additional drugstores 

4. If a merchant expects to be successful, he must 

serve as a careful purchasing agent for his cus- 
tomers . 

5. It is better to pick an isolated location for any 

business than to select a location m an estab- 
lished community shopping center 

6. The convenience for stopping and parking is im- 
portant in establishing a roadside stand ... . 

7. It is sometimes advantageous for two businesses 
of the same kind to be located close together. . . . 

8. A comer location may be desirable because It 

provides additional window display space 

0. A business which pays the lowest rent can usu- 
ally sell at the lowest prices 
10. A district in a city in which several automobile 
salesrooms are congregated is also a good loca- 
tion for a retail grocery store 


true false 


Multiple-Choice Questions 

Directions Place in the parentheses at the right of each of 
the following statements the letter that represents the word or 
group of words correctly completing the statement. The first 
is given as a sample. 

0 One side of a street may he a better location than the 
other side because (a) Jt is shady in su mm ertime, 

(b) it is closer to a bank, (c) the rent is hfgher ( a ) 

11. The shifting from buying in country stores to buying 
Vn towns and cities has been brought about largely by 
(a) lower prices, (b) the automobile, (c) government 
regulations ( ) 
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12 One of the principal errors in selecting a location is 

(a) the inducement of low rent (b) getting too much 
space (c) getting too little space ( ) 

13 The rent for a location in a congested downtown area 

is higher than in outlying districts of the city because 
(a) there are more amusements (b) taxes are higher 
(c) the owner can demand more because there are 
more customers ( ) 

14 A good place for the location of a general restaurant 
is (a) in a residential section (b) near a bus terminal 

(c) near a municipal golf course ( ) 

15 A good location for a hardware store is (a) at the 

edge of town <b) near a school (c) near other retail 
stores such as groceries ( ) 


PRACTICAL PROBLEMS 
(Chapter IV) 

Complete the following problems If you are doubtful about 
decisions reread the chapter After you have completed the 
exercises you will find suggested solutions on page 303 of thi« 
book You cannot expect that your answers will be exactly the 
same as those which are suggested but if your answers do not 
follow in general the suggested solutions restudy your text 
then write your answers again 

4A. Select what you consider to be a good location in the com 
munity in which you formerly lived or one with which you 
are familiar Draw a sketch of the stores and mark your 
selected location on the sketch Study the type of business 
for which you think the location is suitable and list the 
reasons why you think so 

4B From your familiarity with your own home town or another 
community make a map of the busmess district or a shop 
ping center Mark on the stores by codes or letters the 
identification of the various types of businesses located 
there Then comment on what you consider to be a satis 
factory or an unsatisfactory concentration or placement of 
these businesses 

4C From your knowledge of a particular busmess or industry 
in your community or in a community with which jou are 
familiar write a report giving the logical reasons why the 
industry is located where it is Indicate also its disadvan 
tages If you know of another location that would be better 
indicate that location and give your reasons 



CHAPTER V 

PROBLEMS OF OBTAINING HOUSING FACILITIES 

Purpose of the Chapter. Obtaining satisfactory housing 
facilities for a business may involve buying, leasing, or 
renting a building, constructing a new building, renting or 
leasing space in a building, or leasing a department w a 
store Many of the problems of acquiring housing facilities 
are discussed in this chapter. Some of the important ques- 
tions that are answered are 

1 How much can a business afford to spend for housing 
facilities 7 

2. Is it more desirable for a person starting m business 
to lease or to buy the necessary building 7 

3 What are the principal legal points m connection with 
leasing property 7 

4 What are some types of lease contracts 7 

5 What things should be investigated before buying a 
building 7 

How Sluch to Spend for Housing Facilities. As one of 
the large operating costs in most businesses is the cost of 
providing proper housing facilities, the prudent business 
man must determine how much he can afford to pay The 
amount that can be safely spent for space to house a busi- 
ness will depend upon how much profit can be made from 
operating the business in that location The factors that 
influence the cost of rent were discussed in a preceding 
chapter Rent is charged largely on the basis of the de- 
mand for the property Obviously, therefore, rents l'n 
downtown sections are higher than those in outlying 
areas of the city The rent for a location m a small 
town is usually lower than the rent for a similar loca- 
tion in a larger city The rent for a building on a rural 
road, ‘nowever, is “less than that for a similar building in a 
small town 
80 
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A study made bj the United States Department of Com- 
merce in a typical large city discloses that some types of 
businesses can be operated more profitably in the central 
shopping district than the> can m locations outside this 
district The central shopping district is considered to be 
the heart of the cit> that is the place where buildings are 
concentrated and traffic is congested. This is also the place 
where rents are highest because more people who are 
potential customers pass locations m this part of the city 
than locations in other sections 
The results of the stud} made by the Department of 
Commerce are shown in Illustration No 20 This table 
indicates the percentage of sales that each type of store 
spent for rent in each location. Notice for example, that 
candy and confectionery stores found it cheaper to operate 


End if tjiiM 

fTOn jf> of St.es Ssrat for lost 


* ms Lxitol 

fuUtf 

City 

Candy and confectionery stores 

545 

107 

Fruit and vegetable stores 

28 7 

64 

Department stores 

28 

37 

Dry goods stores 

98 

60 

Variety stores (5f-10<-$l) 

6.2 

6.5 

Automobile accessories stores 

4.1 

4.6 

Men s clothing scores 

5.8 

69 

Mens specialty shop” 

14 7 

80 

Family clothing stores 

49 

23 

Dressmaking establishments 

67 

97 

Men s shoe 'tores 

117 

46 

W omen s shoe stores 

10 6 

89 

Furniture stores 

40 

51 

Household appliance stores 

50 

37 

Radio shops 

59 

3a 


Illustration \o SO — Percentage of Sales Spent for Pent in Different 
Parts of a Typical City 


m the central shopping district than the} did in other loca- 
tions Mens specialty shops found it more expensive to 
operate m the central shopping district, whereas men’s 
clothing stores found rent less expensive there 




Leasing Rather than Buying Seldom will a person start 
ing m business want to buy a piece of property In the first 
place, he should be careful to have available for operating 
purposes as much cash as possible If he invests his cash 
in a building, he may later run into difficulty through a 
lack of funds When a person starts into business it is 
rather difficult to anticipate exactly the needs of the busi- 
ness Furthermore, he may buy a building in the wrong 
location or one that is too small or too large If he leases 
or rents he can rectify a mistake m a reasonably short 
time and without any great cost. 

Relations of Landlord and Tenant When a person allows 
his property to be occupied and controlled by another, he 
is called a landlord The one who occupies the property 
with the consent of the landlord is the tenant Although 
the tenant has possession of the property, he has certain 
duties and obligations with respect to the rights of the 
landlord These are explained later After the expiration 
of the agreement the landlord has the right to regain pos- 
session of the property 

Explanation of Tenancy. The agreement between the 
landlord and the tenant is known as a lease The landlord 
is the lessor, and the tenant is the lessee Unless there is 
a law prescribing that a lease must be written, the lease 
may he oral In all cases, however, it should be written in 
order to avoid any misunderstanding A written lease is 
desirable in many cases because it clearly defines the rights 
of the landlord and those of the tenant As will he seen 
later, the period of occupancy may be definite or indefinite 
In some states the lessor and the lessee must sign their 
names before a witness, such as a notary public 

The lessor grants the lessee the privilege of using the 
property for lawful purposes and without interference, pro- 
vided the terms of the contract are properly earned out. 
The lease states specifically the nghts of each party to the 
contract A typical lease is shown m Illustration No 21 
Some of the particular nghts of the lessee and the lessor 
are mentioned later in this chapter. 
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The formal type of lease usually embodies the following 
information 

1. The date 

2 The names of the landlord and the tenant 

3 A description and an identification of the property 

4. The length of the tenancy period 

5 The amount of the payment 

6 The manner of payment 

7 A statement of the conditions and the agreements 

8 The signatures of the tenant and the landlord 

A tenant may occupy property as (a) a tenant for years, 
(b) a tenant from year to year t or (c) a tenant at icitl A 
tenant for years occupies property under an agreement for 
a definite period. A tenant from year to year, like a tenant 
from month to month, occupies property under an agree 
ment for an indefinite period. A tenant at will is one who 
occupies property for an indefinite period the agreement 
being terminable at will by either party A tenancy at will 
is commonly referred to as renting This term Is a some- 
what indefinite one that roost people use m reference to the 
occupancy of property without a written contract. 

Rights and Duties of the Tenant. The tenant of a piece 
of property is entitled to the peaceful possession of it. If j 
he is deprived of that, be may recover damages through 
a lawsuit. The tenant Is also entitled to use the property 
for any purpose for which it is adapted unless he Is for- 
bidden by the agreement. The wording of the lease should 
therefore cover the use of the property Under no circum- 
stances is the tenant allowed to use the property for un 
lawful purposes 

The tenant is under obligation to make minor repairs but 
not improvements. He must pay his rent when it is due 
Unless the lease states otherwise, the rent is not due until 
the end of each month. 

If the lease is for a definite period of time, the tenant is 
not obligated to give notice when he vacates the property 
The lease may be terminated however, before the expira- 
tion of the 'period if an agreement is reached with the land 
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lord If the lease is for an indefinite period of time, the 
tenant must notify the landlord of his intention to give up 
the lease The form and the time of notice are regulated by 
the customs or the laws of the community in which the 
tenant is located The following is an example 


Billing? Montana 
December 1 1ft — 

Mr Andrew Walker 

I hereby give you notice that I will quit and deliver posses 
slon January 1 19 — of the premises at l\o 945 Hamilton 
Avenue m the city of Billings Montana which I now hold as 
tenant under you 

Martin Arnold 


Illustration No £2 — Tenant s Notice of Intention to Terminate a Lease 


The tenant should inspect carefully the property that he 
rents or leases In the absence of any agreement with the 
landlord, he accepts the property with the risk of any de- 
fects (except defects hidden by the landlord) that may be 
present In most states the tenant is liable for injuries to 
guests resulting from defects he should have remedied 
Length of Lease. If one is starting mto business, he 
should not lease for any longer than is absolutely neces- 
sary for his own protection In other words, he should not 
obligate himself so that he cannot move if he finds that he 
has made a mistake m the selection of the property or that 
the business is not going to be successful in its present 
location If he finds it necessary to move, he will not want 
to be obligated to pay on the original lease If the business 
fails, he will not want the obligation of a long lease 
On the other hand, an established business can afford to 
take a longer lease In the first place, it is possible to de- 
termine the probable volume of business and amount of 
profit In the second place, previous experience will indi- 
cate the value of the location In times of anticipated in- 
creases m the value of real estate, it is advisable to arrange 
for a long lease In times of anticipated decreases m the 
value of real estate, it is advisable to arrange a short lease. 




Lease with Privilege of Purchase. If a businessman is 
reasonably sure that he has found a desirable location that 
he may wish to buy later, it is sometimes advisable for him 
to lease the property with the privilege of purchase Under 
such a contract the tenant may have the right at any time 
or at a specified time to obtain the property at a price 
agreed upon in the contract In some cases part of the rent 
may apply as a down payment if the property is purchased 
Such a plan is a more conservative one than an outright 
purchase It at least gives the tenant an opportunity to be 
sure that the property is what he wants and needs It also 
gives him an opportunity, if he does not have the money 
available to wait until the business has earned enough 
money for him to buy the property. 


Percentage-Income Leases. Some rental leases are based 
upon a percentage of sales rather than upon a fixed price 
n other words, the person who rents property agrees to 
pay to the owner a certain percentage of his sales The 
theory of a percentage-income lease is that, if a business 
is not successful in a particular location the tenant should 
not be burdened with a high rate and the landlord is not 
en ltled to such a rate If the business is successful, the 
tenant can afford to pay a greater rent and the landlord is 
entitled to a larger amount The following are the five gen- 
eral types of percentage leases 


The minimum-maximum form This type of lease pro 
vides a minimum guaranteed rental and also specifies 
a fixed maximum rental that the owner may realize 
under any circumstances, no matter to what extent 
the volume of the tenant’s business may grow This 
type is rare and is considered to be neither equitable 
nor sound 

' No guarantee form This type carries a clause giving 
the owner the right to cancel the lease after a reason 

teiV "d lf ] thC tCnant fmlS t0 accom P‘ lsh the P rede - 


^ orm minimum guarantee 
This is the most simple and common type 
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4 A combination of fixed rental and percentage form in 
which a certain portion of the term calls for a regular 
rent and the balance of the term has a percentage 
basis with a m inimum amount. This type actually 
amounts to two leases running consecutively one a 
fixed rental form the other a percentage form This 
type is not common and few good reasons may be 
advanced for its use 

5 A flat percentage of net sales for an initial period 
followed by a min imum amount for the balance of the 
term 

Amount of Rent Paid under Percentage Income Leases 
The percentage of his sales that a businessman pays under 
a percentage mcome lease depends upon the type of busi 
ness and upon his success in negotiating a satisfactory 
lease A percentage lease if the rate is reasonable is fair 
to the tenant and to the landlord Under such a plan how 
ever it is advisable for the landlord to be sure that the 
tenant is the kind that will produce the greatest maximum 
income in the location 

The table m Illustration No 23 shows the results of a 
study made in a large city to determine the percentage of 
income paid as rent under percentage mcome leases during 
a particular year 

Clauses m Percentage Income Leases The ordinary type 
of printed lease form is used m drafting a percentage lease 
This form stipulates the usual rights and duties of the land 
lord and the tenant but also includes a clause stipulating 
the basis on w hich payments are to be made The landlord 
usually also inserts some additional clauses for his own 
protection The following are examples of those clauses 

1 A clause to the effect that the lessee shall not own 
operate become financially interested in or lend any 
type of support to a store selling like merchandise 
within so many blocks of the location 

2 A clause whereby the lessee agrees to carry insurance 
on his life the benefits from which are to accrue to 



the lessor for rental payments applicable to the bal 
ance of the lease m the event of the lessee’s death 
3 A clause whereby the lessee agrees to carry and to 
display merchandise of a certain described type de 
cided upon in advance as being proper, and further 
agrees to sell such merchandise at a price not in ex 
cess of that at which like products may be obtained 


Type of Ston 

FrrrmtHC 

fed u In 

Art goods and gifts 

10% 

Automobile parking lots — parking only 

Automobile parking lots — accessories (and 1 cent a 

50% 

gallon on gasoline) 

15% 

Automobile sales 


Bakery goods 

7% 

Barber shops— street 

15% 

Beauty shops — merchandise 

10% 

Beauty shops -sendee 

15% 

Books and stationery 

8-10% 


10-12% 

Candy 

10-12% 

Cigars 

8-10% 

Drugs 

8-10% 

Flowers 

8-10% 



Furs 

7-8% 



Haberdasheries 


Hosiery 

8-10% 

Jewelry — quality and popular price 


Jewelry — novelty costume etc 


IJnen 

8-10% 

Lingerie 

10% 

Uquor — packaged good3 


Men s clothing 

7-8% 

Mens bats 


Millinery 

12 H 15% 

Optical goods 


Paints — specialty good3 


Radios musical instruments etc 


Restaurants and taverns 


Shoes women a 


Shoes men a 

Shoe repair valet aervice etc 

8-10% 

Sporting goods 

Stationery (15 per cent on legal Wanks) 

Trunks and leather goods 

7 10% 
10% 

Women a wearing apparel 

8-10% 


Illustration No tS— Percentage «/ Income Paid as Pent under 
Percentage Income Leases 
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4. A clause whereby the lessee agrees to expend a cer- 
tain percentage of his gross annual sales for adver- 
tising in local newspapers, on the radio, and in other 
established advertising mediums 

5 A clause whereby repossession of the property may 
be had by the landlord if the rent paid ov er a certain 
period has not averaged or equaled a certain amount, 

6 A clause whereby the lessee agrees to operate his 
business continuously during certain set hours or at 
least during the hours generally considered to be 
those established for that type of business (This 
clause is particularly important m percentage leases 
for theaters ) 

7 Other clauses that may be inserted are a clause 
regarding use and occupancy insurance (explained in 
Chapter VII), a clause regulating the type of fix- 
tures to be used in the storeroom, and a clause re- 
quiring the lessee to employ adequate help so that 
the maximum potential business may be taken care 
of. These clauses, however, are employed only m ex- 
treme cases 

Escalator Clauses. Regular leases and percentage-income 
leases may contain so-called escalator clauses For exam- 
ple, during the first year under an ordinary lease, a certain 
amount may be paid each month, during the second year 
and succeeding years the amount may be increased until 
a fixed maximum is reached. Likewise, percentage- income 
leases may require the tenant to pay 4 per cent on the first 
$10000 of sales, 5 per cent on the next $10,000 of sales, 
and so on. 

Subleasing. There is a common practice of subleasing 
business property For example, a tenant may lease a piece 
of property and find later that it is not desirable or that it 
is not large enough. He may therefore sublease the prop- 
erty to another tenant and obtain for himself another piece 
of property 

It is desirable that the tenant have a lease contract that 
gives him the privilege of subleasing It is equally desir- 
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able that the landlord be protected m such a case by some 
clause in the lease In other words, the landlord will prob- 
ably want to insert a clause prohibiting the tenant from 
subleasing the property without the approval of the land 
lord 

The subleasing of property constitutes an additional 
business risk For example, if the businessman is working 
on a small margin and decides to sublease a piece of prop- 
erty and obtain another piece, there js a possibility that 
his tenant, the person to whom he has subleased, may go 
out of business and have to give up the property The loss 
of this income may therefore be a serious handicap 

Department Leasing. One who is operating or contem 
plating operating a small retail store in a city may find it 
advantageous to arrange with some established store to 
lease a part of it For example one may be able to lease, 
from the owner of a grocery store, space for a meat de- 
partment in that store It is a common practice for de- 
partment stores to lease departments For instance, such 
a store may operate all its major departments but may 
sublease some of the others Some department stores make 
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a practice of leasing most of their departments Those 
most co mm only leased are as follows 

Millinery Wallpaper 

Hair goods, hair dressing, Shoes 

and manicuring Furs 

Crockery and glassware Sewing machines 

Carpets and linoleum Dress patterns 

Furniture or house Men’s clothing 

furnishings Cleaning and djeing 

Optical goods Restaurants 

Musical instruments Photographic 

The lease arrangements of departments are quite similar 
to the agreement made between a businessman and any 
other landlord with the exception that the leased depart 
ment operates, so far as the public is concerned, as an in- 
tegral part of the store 

Advantages and Disadvantages to the Department Lessee 
and Lessor. Among the principal ad\ antages to the lessee 
of a department are 

1 Obtaining a location in a developed market vv here a 
certain volume of trade is already waiting 

2 Gaming the prestige of the lessor’s name and good- 
will 

3 Receiving the advantages of the accounting and col- 
lection systems of the department store 

4 Participating in giving his customers many store serv- 
ices that he would not be able to give if he were 
located m a separate building 

Some of the disadvantages to this type of lessee are 

1 The tenure may be impermanent Often the lessor 
may terminate the contract on short notice 

2 As there may be considerable demand for leased de- 
partments, the rentals may be high 

3 The lessor controls the store policies 

Leased departments have advantages and disadvantages 
also for the store, or lessor For instance, the store may 
have difficulty in controlling the policies and the conduct 
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of miscellaneous leased departments, as well as the quality 
and the appearance of the merchandise handled m those 
departments On the other hand, the leasing of depart 
ments eliminates the problems of buying and merchandis 
ing for those departments 

One who leases a department should have a clear under- 
°f h ' S ht3 and P nv *leges He should also have 
definite knowledge of the customs and practices of the 
J!! ?. or if each department records its own 

„ 3 ” d “ dec ‘ s lts °'™ money, no particular problem Is 
involved but if charge accounts are handled through the 
store management, the department must depend upon the 
store for collections, returns exchanges, and adjustments 

Rights and Duties of the Landlord. A landlord does not 
Sr? 1 ? , r ‘ Bht “ ter the pmmises of a tenant except to 
necessary to protect the property He must 
ten " n er ?i W ‘ th c the tcnant ’ s r >sht of possession If the 
tenant abandons the property, however, the landlord may 
S p ° sses 3ion At the expiration of the lease the land- 

legal Zcelnga Pr ° Perty a " d P0S3C33 "’ n ^ 

M-J 1 ! 6 knd !° rd 13 entitled to receive the rent specified In 
ease n some states, through legal proceedings, he 

S nav tl? th<! i‘ e .r tS P crs °n al property and have it sold 
to pay the rent that is in arrears 

JjL* Btal ' 3 . the landl ° rd under no obligation to 
mV?* P ° r t0 Pay f ° r unprovements on the property 
most st ? **?”“' has tieen made with the tenant In 

m hahimlk T. Ver he B ° W,Eatod k «P ‘he build, ng 
mhahimble condition Unless the lease specifies otherwise? 

, a e i s ??r en 5 must be pa,d ty th » ia " dkrd 

of toie th? land, °“ UP " S pr °P ert y f° r an indefinite penod 
n ° 25 * “■ 
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a building to a tenant he is liable for certain injuries that 
may be caused by the defective condition of the part of the 
property over which he has control For instance Mr A 
owns a store building and rents part of it to Mr B Mr B 
and his customers must pass through a section of the build 
mg controlled by Mr A Should any injuries occur to Mr 
B or to his customers as they are passing through Mr A s 
part of the building Mr A may be liable for damages 

Alterations and Fixtures The tenant or the landlord 
may agree to make alterations or to install fixtures It is 
more customary however for the landlord to make the 
alterations and for the tenant to install fixtures The lease 
should cover these provisions very specifically 

Guides m Buying Property It was pointed out previously 
that it is usually undesirable for a man starting in busi 
ness to purchase a building or buildings to house his busi 
ness Sometimes a businessman may be unable to lease a 
suitable building or after operating for a while in leased 
property he may decide that it is more desirable to buy 
than to continue to lease Should he decide to buy there 
are many things that must be considered Some of them 
are discussed here 

Time to Buj A person cannot always choose the exact 
time at which it is most profitable to buy but if he keeps 
certain points in mind he wall be able to make a good pur 
chase Generally real estate valuations are lowest near the 
end of business depressions when many real estate mort 
gages are being foreclosed they are highest near the peak 
of the prosperity phase of the business cycle Valuations 
are also likely to rise as the surrounding property begins 
to be developed and improved Naturally the best time to 
buy is when valuations are low It is difficult to determine 
the end of a depression If a businessman wishes to buy 
real estate at the most opportune time however he should 
wot buy it whew prices are relatively high aud many people 
are buying but should buy it when prices are low and few 
people are buying property 
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0 A tenant for years occupies property under an 

agreement for a definite period true false 

6 The percentage of sales spent for rent by candy 
stores is higher in central shopping districts than 

in other locations true false 

7 The percentage of sales spent for rent by radio 
shops is higher m central shopping districts than 

in other locations true false 

8 When starting in business, one should obtain as 

long a lease as possible true false 


9 The theory of a percentage income lease Is that 
the burden of rent should be reasonable and that 
if the business becomes successful In the location 
the landlord should be entitled to a larger amount true false 

10 Subleasing a piece of property adds an additional 

business risk true false 

11 A landlord may enter bis property at any time true false 

12 Ordinarily In the absence of any agreement to the 

contrary the tenant pays the taxes true false 

13 Certain departments of a department store may 

be leased to independent operators true false 

14 Twenty per cent of sales is a reasonable figure 

for an automobile accessory store to pay for rent true false 

15 Leasing with the privilege of purchase is a more 
conservative policy than buying a building for a 

new business true false 


Multiple Choice Questions 

Directions Place in the parentheses at the right of each of 
the following statements the letter that represents the word or 
group of words correctly completing the statement The first 
is given as a sample 

0 A tenant from year to year Is one who (a) occupies 
property under an agreement for a definite period 

(b) occupies property under an agreement for an in 

definite period (c) occupies property without an agree 
raent ( b ) 

16 A so called escalator clause in a lease is a clause that 
(a) prohibits the Installation of escalators (b) pro 
vldcs for a gradual decrease in the amount of rent 

(c) provides for specific increases in rent periodically ( ) 

17 It Is better for a new business to lease rather than to 
buy a building because (a) It is difficult to anticipate 
the needs of the business (b) the price of property 
may Increase (c) the location becomes permanent ( ) 
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18. A percentage-income lease provides for (a) a payment 

of a fixed amount, (b) a payment of a percentage of 
sales, (c) a payment for all repairs ( ) 

19. Ordinarily the one who pays for minor repairs and 

fixtures in a building is (a) the new tenant, (b) the old 
tenant, (c) the landlord ( ) 

20. A lease should contain (a) signatures of both the land- 

lord and the tenant, (b) signature of the tenant, (c) 
signature of the landlord . . ( ) 

PRACTICAL PROBLEMS 
(Chapter V) 

Complete the following problems If you are doubtful about 
decisions, reread the chapter After you have completed the ex- 
ercises you will find suggested solutions on page 303 of this 
book If your answers do not follow the suggested solutions, 
restudy your text, then write your answers again. 

5A. According to the figures given in Illustration No. 20 < page 
81, fruit and vegetable stores located in the central shop- 
ping district spend about 28 7 per cent of their sales for 
rent, whereas similar stores located in other parts of the 
city spend approximately 6 4 per cent. Using these figures, 
determine what the monthly sales of such a store should be 
to justify (a) a monthly rental of $143 50 for a location in 
the central shopping district, (b) a monthly rental of $35 
for a location m another part of the city. 

5B It is possible to lease a certain building for $200 a month 
or to buy it for $20,000. Considering the following factors, 
determine whether it is better to lease or to buy and by how 
much per year The assessed valuation is $15,000, and the 
tax rate is $25 50 a thousand, insurance for $16,000 at a 
rate of 75 cents a hundred must be taken out for three 
years , the estimate for annual repairs is 1 per cent of the 
purchase price, the estimated annual depreciation is 2 per 
cent, interest on the investment is 5 per cent. 

5C. A percentage-income lease requires a tenant who operates 
a drugstore to pay an annual rental of 8 per cent on the 
first $10 000 of sales, 9 per cent on the next $10,000 of sales, 
and 10 per cent on all additional sales If the sales during 
a certain year are $25,500, what should be the amount of 
the annual rent? 



CHAPTER VI 

EQUIPMENT PROBLEMS 

Purpose of the Chapter. The term equipment is a very 
broad one and includes a large number of items. In this 
chapter the discussion of equipment will be limited to a 
few of the more common types in order to illustrate some 
of the equipment problems that confront a business. The 
following important problems in connection with equip- 
ment will be discussed in this chapter: 

1. What are the advantages and the disadvantages of 
the various kinds of display and storage fixtures? 

2. What kinds of equipment should be used for the han- 
dling of money and the keeping of records? 

3. What particular make of equipment should be -pur- 
chased? 

4. What terms do the sellers of equipment give to a 
purchaser? 


Equipment in Selling Departments. It is important that 
the fixtures used in a selling department be in keeping with 
the merchandise being sold. If ultramodern merchandise 
is being sold, the fixtures should also reflect the ultra- 
modern style. Cheap and old-style fixtures will detract 
from high-priced merchandise. In men’s stores, heavy, 
rugged furniture and dark-colored fixtures may. be used 
to give an effect of masculinity. In women’s stores, there 
should be light colors and artistic fixtures to create a femi- 
nine atmosphere. The fixtures in a rural store should not 
be too expensive because, if they are, they are likely to 
give the impression of high overhead expenses. 


Display and Storage Fixtures. Formerly merchandise for 
dsplay and immediate use was stored in the cardboard 
7 l° h > the T S°°ds arrived from the manufacturer 
s utor. In retail stores these boxes were placed 
93 
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under the counter or on shelves back of the counter This 
antiquated method is still used in thousands of small stores 
and even m some large stores but it does not meet ade- 
quately the requirements of modem merchandising Mod- 
ern merchandising demands display, protection, and speedy 
service from its fixtures If cardboard boxes are placed 
under the counter, they are easily broken by the foot of a 
salesclerk or the broom of a person sweeping and cleaning 
Covers may be tom easily or may not be replaced tightly 
by the clerk It is therefore possible for the contents to be 
soiled by dust and dirt Constant handling makes the card- 
board boxes soiled and unattractive When a clerk places 
such boxes on the counter and prepares to show the mer- 
chandise stored in them, a customer may be influenced 
against buying There are often health ordinances that re- 
quire the business to keep certain products m closed and 
sometimes in refrigerated display and storage fixtures 
Special fixtures are available for practically every kind of 
merchandise, whether it be spools of thread or expensive 
fur coats 

The preceding discussion with regard to the use of ship- 
ping cartons does not apply, however, in handling reserve 
stock The original shipping cartons are usually quite con- 
venient for storing reserve stock In fact the merchandise 
often can be kept better in these cartons than in any other 
way 

A customer usually enters a store to buy one or two 
articles, but he may buy others if they are brought to his 
attention One of the simplest ways to bring additional 
merchandise to his attention is to have it displayed attrac- 
tively in full view Glass fronts on stock drawers glass 
showcases, glass tops on counters and glass doors on ward- 
robes containing delicate and dainty clothing are means by 
which goods are given proper display, as well as protection 
Food products not only are displayed attractively in glass 
cases but also may be kept from spoiling by means of re- 
frigerated display cases Illustration No 26 shows how 
baked goods can be displayed attractively through the use 
of the proper fixtures Notice how the design in the floor 
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Illustration No tS— Baked Goods Attractively Displayed 
is planned to draw the customer to the back part of the 
room The ovens are located in the rear of the salesroom 
The use of proper storage and display equipment per- 
mits quicker service Steaks, chops, roasts, and other cuts 
of meat can be prepared in advance of actual sale and 
then placed in refrigerated display cases When a customer 
™ , e f a ® tea k or chops it is not necessary for him to wait 
un 1 e butcher goes into the storage refrigerator, brings 
out a large portion of meat, places it on the cutting block, 
^r.!* PenS * a CUts off a P art - an d then returns the large 
portion to the storage refrigerator Likewise, service to 
the customer is accelerated when the salesman of men’s 
w! S h6S , °? en a glass door on a wa!I display case of 
is mi it a . Be ec 3 one ^ or the customer Such a procedure 

bLe, ‘ tat of Eton "K cardboard 

gets an id P f W ? I ? v ® Ust be °P ene d before the customer 
tr^ion Nn 9? ^ at f arc bein S offered for sale Ulus 

disolav n<a> f S 0W3 1 bo | b tvall display cases and a counter 
display case for men’s clothing 
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Illustration No S7 — D splay Cases Protect the Goods and 
Permit Quicker Service 

As a general principle goods should not be displayed 
above the average eye level Goods in large display cases 
on the floor should be arranged so that the customer need 
not stoop to get a good view of them If there are shelves 
m the display case they should be so arranged that the 
upper shelves do not hide the goods on the lower shelves 
Narrower upper shelves may be used Some of the glass 
cases in Illustration No 26 of the Duane Bakery show this 
feature of display cases 

Low Store Fixtures Fixtures including counters dis 
play cases and cabinets should be low enough so that a 
customer standing in one part of the store may have an 
unobstructed view of the other parts of the store This 
practice is desirable because it brings to the customers 
attention merchandise displayed in other departments The 
customer may therefore be induced to make further pur 
chases Fixtures against side walls may be higher as they 
will not obstruct the view of customers 
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Many of the modem fixtures are of metal instead of 
wood Such fixtures are lighter m weight than the old 
fashioned ones made of wood Wooden fixtures are liable to 
develop rough edges which easily damage delicate fabrics. 

Open Display Fixtures In some types of businesses the 
open display fixture is very popular Tables racks and bins 
that make it possible for the customer not only to see but 
also to handle and examme the goods are known as open 
display fixtures Variety stores such as Woolworth s use 
them almost to the exclusion of other types of fixtures 
Hardware stores also make use of this type of fixture Gro- 
cery stores are beginning to put more of their merchandise 
on open display tables Roadside stands fruit and vege- 
table markets and gift shops make extensive use of open 
displays Making it easy for the customer to come into 
personal contact with the goods usually results in greater 
sales than if the goods are hidden away in drawers or on 
shelves hack of counters Unless merchandise is wrapped in 
cellophane there is the disadvantage of soilage and damage 
resulting from the handling and examining of certain types 
of goods by customers Illustration No 28 shows an open 
display of fresh fruits and vegetables Notice that the dis 
p ay fixture has devices for emitting a fine spray of water 
over the vegetables This moisture keeps the vegetables 
looking fresh and reduces loss from spoilage 

any stores make use of bargain or special tables A 
grocer may have a special price on a brand of canned 
peaches that he is discontinuing or a clothing store may 
nave a table of second-quality slightly defective or soiled 
men s shirts marked to be sold at bargain prices 

and Convenience of Customers The modern 
™ . 3 n UpOD more than 9 uall ty goods at fair 

ticulark t bU d t he i° 0dwi11 of ^tomers It strives par 
nine- At oi make the customer comfortable while shop- 
and imllififro Ve t COlmterS in fihoe s t° r es rug departments 
vided not onlv^n *** f omfortal>le chairs and seats are pro- 
y r customers but also for friends who might 
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Illustration No S8 — A Display Fixture for Keeping 
Vegetables Fresh 


be accompanying the customers In most cases chairs are 
more desirable than seats or stools fastened to the floor 
because they can be moved quickly to wherever they are 
needed At lunch counters and soda fountains however 
the stools are usually fastened to the floor Such stools 
formerly were quite high and the customer had to climb 
awkwardly on and off them Recently counter stools have 
been made the height of ordinary chairs and the counter 
has been lowered accordingly for the purpose of making 
the customer more comfortable Metal chairs and stools 
are to be preferred to wooden ones because there is less 
danger of damage to the hosiery and other clothing of cus- 
tomers Gasoline filling stations and large stores provide 
washrooms for the convenience of customers 
Self-service grocery stores provide baskets into which 
customers may place purchases selected from shelves and 
tables The large supermarkets provide deep wire baskets 
mounted on wheels for the convenience of customers Some 


of these large self-service stores have a continuous trade 
waist high, running around the store in front of the shelv- 
ing On this track the customer sets the market basket 
with four small wheels and pushes it along easily, like a 
tray on a cafeteria rail, as he selects his purchases 
Lighted Display Fixtures Wall cabinets and counter dis 
play cases have their attention value greatly increased 
when lighted Where heat from the lighting unit would 
affect merchandise, such as candy, meats, and dairy prod- 
ucts, the lighting equipment may be mounted outside the 
front of the case, provided the equipment is ventilated to 
keep customers from touching the hot reflector, may be 
placed inside the case m a special ventilated built in com- 
partment or may be suspended above the glass top of the 
case, over the front edge and high enough above the floor 
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Illustration Ho S9 — Methods of Lighting Display Cases 


so as not to obstruct the view of the customer or of the 
clerk Illustration No 29 shows these three plans of light 
mg display cases 

The entire face of open stock on shelves can be lighted 
effectively by placing lighting units in concentrating trough 
reflectors across the top of the shelves and from eight 
inches to twelve inches out from the shelving 

Mirrors form an important part of the equipment in such 
places as millinery stores, dress shops, shoe stores, beauty 
parlors and men’s clothing stores They should be ar- 
ranged and lighted so that the customer can get a good 
view of himself and the article being tried on Manufac- 
turers can furnish catalogs and information as to the types 
of mirrors suitable for various purposes * 
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Interior Signs Lighted signs m the store can be used to 
call attention to merchandise being featured and also to 
help the customer find departments easily These signs 
may be permanently fixed such as a lighted sign hung 
from the ceiling or they may be temporarily placed on 
the wall above merchandise on display Temporary signs 
may be cut from cardboard or thin metal and fastened 
around light globes Various types of interior signs are 
shown in Illustration No 30 
Signs at Store Fronts A suitable electric sign at the 
store front may be used to attract new customers and to 
serve as a reminder to present patrons A vertical project 
ing sign is usually most effective as it can be seen clearly 
from both sides A sign across the face of the store build 
ing sometimes may be more in keeping with the general 
treatment of the store front 
Modern store signs such as neon signs make possible the 
use of color and varied designs The design color or colors 
and size depend largely upon the signs used on neighboring 
stores To stand out such a sign should be different from 
those used by neighboring stores and should be so placed 
that it can be seen from many angles by passers by Bright 
flashing signs that are liable to be annoying s 1 ould not 
be used Most cities have building codes regulating the 
size location types and fastening of outdoor signs In 
such cases a permit must be obtained 

Measuring Equipment To ensure greater accuracy and 
to give better service to the customer many kinds of meas 
unng equipment are being used by the businessmen of 
today Gasoline was formerly pumped by means of a hand 
pump into one gallon or five gallon containers and then 
transferred to the fuel tank of the automobile Modem 
pumps electrically operated now transfer the gasoline di 
rectly to the fuel tank of the automobile A dial on such a 
pomp indicates to tiie customer the exact quantity ana* ffte 
total cost even if a fractional part of a gallon is pumped 
Another dial shows the total gallons pumped during the 
day 
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There are many types of illuminated signs 
that may serve to decorate as well as to 
illuminate the interior of a store. The signs 
should harmonize with the general decora- 
tive plan. The following are a few examples 
of types of lighted interior signs: 
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Stores selling yard goods, such as ribbons and dress and 
drapery materials, have found that, when measuring ma- 
chines are not used the salesperson has a tendency to give 
the customer "good measure ” Suppose that a salesperson 
gives an average of three inches ‘ good measure’ on each 
sale of yard goods and that he makes an average of twenty- 
four sales daily The loss from the inaccurate measure 
ment would be computed as follows 

24 sales a day 
3 Inches 

72 inches or 2 yards of extra cloth given away each day 
300 working days In a year 
600 yards (300 x 2) given away each year 
$50 average cost of goods per yard (There is of course a 
great variety of prices for different kinds of yard 
goods ) 

$300 the loss caused to the management m one year by the 
inaccurate measurement of one salesperson (600 X 50) 

Careless and dishonest salespersons may, on the other 
hand, give customers too little by imdermeasunng This 
practice may cause the store 
to lose customer goodwill 
Modern machines measure 
yard goods accurately and 
make a small cut or notch 
in the material at the point 
where the clerk should start 
cutting the goods with a scis 
sors The machine also may 
have a mechanical calculator 
that figures the price auto- 
matically and thus eliminates 
errors that clerks might make 
in figuring such amounts as 
4% yards at 17 cents a yard 
Illustration No 31 shows a cloth-measuring machine 
Weighing scales that automatically compute the total 
cost of the items bemg weighed are desirable fixtures for 
businesses that sell hulk products 



JHitsfration No SI — A Cloth 
Measuring Machine 
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Computing Pointer Scale 

on the large scale the pointer 
is resting 

The average net profit of 
food stores is under 5 per 
cent Five per cent of one 
pound is four fifths of an 
ounce If every customer were 
given one ounce overweight 
with each pound there would 
be a resulting loss instead of 
a 5 per cent profit In order 
to prevent profits being given 
away through errors in read 


A common type of scale 
is shown in Illustration No 
32 The long, white movable 
pointer, shown pointing at 0 
has on it certain numerals 
from 10 to 125 These are 
the prices per pound or other 
unit To determine the selling 
price of a quantity of butter 
being weighed, the salesper 
son finds the numeral on the 
long, white movable pointer 
that corresponds to the sell 
ing price per pound and then 
determines at what numeral 



Illustration No 33 — A. Bel f 
Computing Scale with 
Magnifying Lenses 


ing the scale, certain models 
contain powerful optical 

lenses to magnify the figures on the computing chart of the 
scale Illustration No 33 shows such a model 
The four lenses in this type of scale are carried in a 
Eliding frame By a simple shift of the frame the visible 
surface o f the chart is changed The result, as shown in 
Illustration No 31, is a double pnee range, one for low 
rj}**; a . nd for hl Sher prices Price ranges can be ob- 
tained to fit the particular business In this illustration 
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the price per pound is shown across the bottom of each 
lens (4 5 6 7 8 9 etc ) The reading line shows the 
weight of the goods in the right hand column of each lens 
(approximately 6 pounds 4 ounces m this illustration) By 
following the reading line across the chart to the proper 
price column the clerk can determine the value of the 
goods being weighed. For example in this illustration if 
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Illustration No 3i—Readmi j a Self Computing Scale 


the value of the goods were 4 cents a pound the reading 
line would show a total of 25 cents if the value were 20 
cents a pound the total would be $1 25 if the value were 
34 cents a pound the total would be $2 12 

Cash Registers Most busmesses of today use cash reg 
isters entirely or partially in handling cash Such registers 
have been designed for almost every need that a business 
may have in handling cash Most cash registers perform 
the following operations at one time 

1 Indicate on a large dial the prjee of the article sold 

2 Print a receipt to be given to the customer 

3 Accumulate totals of sales by departments such as 
meats groceries fruits and vegetables 

4 Give the totals of sales made by various salespeople 

5 Gne the cumber of transactions by departments and 
the number of sales made by each salesperson 

6 Indicate the total sales 

7 Provide a place to keep money for making change 





Illustration No 35 — A Cash Register for Retail Stores 

Cash registers make possible speedy service in connec- 
tion with cash sales Money can be received from the cus 
tomer change made and returned with a receipt and the 
customer started on his way in a very short time 

At soda fountains registers that print the amount of the 
sale on a ticket are often used The soda clerk gives a 
ticket to each customer and the latter then pays his bill 
at a cashier s desk This system speeds up service and 
eliminates the actual handling of monej by the soda clerks 
It also serves as a check on sales made by the clerks 
Illustration No 35 shows a cash register that is used by 
retail stores As there are four individual cash drawers 
one may be assigned to each of four salespeople so that 
responsibility is placed upon each for all the money he 
handles This model has transaction counters m the dials 
just above the money drawers These counters keep an 
accurate record of the number of customers charge sales 
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cash sales, amounts received on account transactions 
amounts paid out, and the number of times “No Sale ’ was 
registered in order to open a cash draw er for some purpose 
other than a sale or receipt or payment of cash There are 
also counters to show the number of transactions handled 
by each of the four clerks The totals of eight different 
items, such as cash sales and charge sales are accumulated 
inside the register At the end of the day the register can 
be unlocked and these totals taken off for the financial rec 
ords The machine also provides a printed receipt, a de 
tailed audit strip and a means of imprinting the amount 
of a charge sale on the charge slip at the same time the 
amount is recorded in the machine 
Bookkeeping Equipment. In a small business especially 
a retail store, one of the most important phases of book- 
keeping is keeping a record of the amounts due the business 
as a result of sales to customers on credit This problem 
is discussed in more detail in Chapter VIII In the discus- 
sion of the cash register it 
was emphasized that some 
cash registers are con- 
structed to record charge 
sales on slips Under other 
systems the charge sales 
slips are written by hand 
Under e\ery system there 
must be a means of filing 
these away so that at any 
particular moment the bal- 
ance of a customer’s ac- 
count may be determined 
Illustration No 36 shows a 
type of suitable equipment 
for this purpose Copies of sales tickets are filed under the 
customer’s name for quick reference 
Cliange-Making Machines. To accelerate the change 
making process, restaurants, soda fountains and theaters 
make use of change-making machines There are two types 



Illustration No 36~Cabtnct for 
Filing Sales Slips 



o£ these machines Let us suppose that a customer made 
a purchase of 55 cents and handed a one-dollar bill to the 
cashier If one type of change-making machine is used, the 
cashier must determine the amount of change to be given 
the customer, in this case 45 cents Then, by depressing a 
key labeled “45,” the cashier causes one quarter and two 
dimes automatically to drop out of the machine If the 
other type of machine is used, the cashier depresses the 
key that corresponds to the amount of the sale, m this case 
“55, ’’ and causes the correct amount of change to drop out 

Adding and Calculating Machines. Almost every business 
regardless of its size has a need for an adding or calculat- 
ing machine of some kind. Adding and calculating ma- 
chines serve two purposes, 
the first to save time and 
the second to assure accu- 
racy in calculations 
These machines are gen- 
erally classified as (a) full 
keyboard adding listing 
machines, (b) ten key add 
ing listing machines, (c) 
key-driven calculators, and 
(d) crank-driven calcula- 
tors Each machine has 
certain specific character- 
istics and advantages pe- 
culiar to its construction 
One class of machine is commonly referred to as the 
adding machine These machines are used primarily to 
add and subtract, although they may also be used to mul 
tiply and divide The two machines in this classification 
are the full keyboard machine and the ten key machine 
The full keyboard adding listing machines include ma- 
chines sold under the trade names of Burroughs, Allcn- 
Wales, Victor, Monroe, and Corona These machines have 
columns running from one to nine in a vertical line with 
horizontal columns in units of tens, hundreds, thousands, 



Illustration Ao J7 — Full Keyboard 
Machine 



ch 6] 


113 


etc An example of the keyboard of such a machine is 
shown in Illustration No 37 It is called a listing machine 
because the figures are listed on a paper tape which may be 
kept as a permanent record This tape is also useful to hand 
to customers when adding 
up the amount of a sale 
The cash register may 
serve essentially this same 
purpose Some small add 
ing listing machines have 
a cash drawer which makes 
them essentially a cash 
register 

The keyboard of a ten 
key adding listing machine 
is shown in Illustration 
No 38 This machine has 
keys numbering from one 
to mne with another key 
for the Cipher or 0 This JTUetraUon ho 38-Ten Key 
machine also lists the fig ac me 

ures on a paper tape and may therefore serve essentially 
the same functions as the full keyboard machine It is 
characterized by the Un 
derwood Sundstrand Rem 
ington Dalton Monarch 
and Barrett machines 
There are two types of 
calculators These do not 
list the individual items on 
a tape but they record the 
final results or footings on 
dials located at the top or 
bottom of the machine 
They may be used to add IUistraton \o 3D — Key Dmen 
subtract multiply, or dt Calculator 

vide Generally speaking, 

they are faster than the listing machines which makes 
them v aluable for verifying or checking w ork 





The key-dmen calculator obtains its name from the fact 
that it is operated by depressing the keys The two ma 
chines in this classification 
are the Comptometer and 
Burroughs These ma- 
chines are used for all fun- 
damental arithmetical com 
putations One is shown in 
Illustration No 39 

The crank-driven calcu 
lator machine which is 
either hand or electrically 
operated also performs all 
arithmetical calculations. 
Illustration No iO— Crank Driven ^ 13 °P era ted by depress 
Calculator mg the keys and turning 

a crank Machines in this 
classification are the Monroe, Marchant, Fnden, and Fors- 
den An example is shown in Illustration No 40 

In buying one of these machines, it must first be deter- 
mined whether you want the slow er listing type of machine 
providing a permanent record or the faster nonlisting type 
of machine used principally for verification of figures. 

Determining the Kind of Equipment. When a businessman 
has decided that it is desirable to purchase equipment for 
a certain purpose, he must next determine the exact make 
of equipment needed By consulting trade papers, directo- 
ries and other businesses using similar equipment, one can 
obtain the names of equipment manufacturers From these 
manufacturers one should obtain literature descnptne of 
the equipment that will probably best fit the needs of the 
business The next step should be to interview represents- 
thes of the equipment manufacturers and let them offer 
suggestions w ith regard to the most suitable kind of equip- 
ment Most manufacturers wall give demonstrations and 
furnish technical data on the operation of machines Some 
of them will Iea\e equipment on trial so that a thorough 
test may be made Often It is possible to observe the equip- 
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ment m use in other plants Comparisons as to the original 
cost, the probable life, the rate of depreciation and the re 
pairs or services required should be made 
Standardization of Equipment So far as possible it is 
desirable that a particular type of equipment be selected 
as a standard for use in all similar work If display cases 
are of the same size and make it is easy to shift a display 
case from one part of the store to another during special 
sales or busy seasons without breaking up the harmony of 
the entire store display Furthermore a neat appearance 
is given to the store if all the equipment is alike If all the 
cash registers in a store were manufactured by the same 
company, it is easy to obtain service on them and for em- 
ployees to shift from one machine to another Likewise if 
all the typewriters m an office are of one make the service 
problem is simple and employees can use any machine 
Another advantage of standardization is that one can 
usually purchase a large number of the same articles at a 
lower price per article than if a small number is purchased 
If equipment is purchased in large quantities better repair 
and maintenance service is ordinarily available For exam- 
ple, there are four typewriters in an office eacli of which 
was made by a different typewriter manufacturer Two of 
them need repairs It is necessary that two service men 
each from a different company, make a trip to take care 
of the repairs If all four of the typewriters were of the 
same make, one service man could make the trip to take 
care of all the repairs 

Less variety m supplies, which means less cost per unit 
is necessary when equipment is standardized When all the 
typewriters in an office, for instance are of the same make 
only one kind of typewriter ribbon need be carried in 
stock If various kinds of display cases are used in a store 
it may be necessary to stock a variety of electric light 
bulbs for the proper illumination of each kind 

Determining Whether to Purchase Equipment Busmess 
men have often purchased equipment because it seemed to 
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be desirable but they did not stop to consider whether 
such a purchase would be advantageous from a financial 
viewpoint Before buying equipment one should consider 
the following factors 
Depreciation 

Repairs 

Increased operating costs such as electricity and insur 
ance 

Rental charge for space occupied 

Interest on capital invested 

All the possible costs resulting from the purchase and 
the maintenance of the equipment should be added and 
then compared with the probable financial income resulting 
from the use of the equipment. Then one is more likely 
to purchase equipment only when it is definitely adianta 
geous to do so Sometimes it is not economical to continue 
to use old equipment but in other cases it is economical 
to purchase new equipment to replace the old. 

A certain public utility (gas and electricity) company 
found it necessary to hate photostatic copies made of some 
10 000 sheets of handwritten typed and printed records. 
The cost of having the work done by a commercial photo- 
copy company would hate been $5 000 After investigating 
the cost of buying equipment to do the work the companj 
determined the following facts 


Cost of Equipment 

Photostat », -fw* 

K 1 "' IS 

Trimming board 23 

Total 

Cost of Materials 

171 developer and 
m the fixing bath etc. 

Labor (two months) 

Pental value of space occupied by the 
“* (2 month, at 6 

Doptwlatton (1 p, r 

Total cost 



ch.6] 


117 


As a result of these figures the companj decided it would 
be advantageous to purchase the equipment and materials 
and to do its own photostatic work. 

Leasing Equipment. Some equipment man ufacturers do 
not offer certain of their products for sale Instead the} 
lease such equipment to users believing that better service 
will be gi\en under such conditions The equipment leased 
is usuallj of the type that need* frequent servicing The 
maker of the equipment maintains a corps of service me- 
chanics to keep the equipment in proper order For exam 
pie the United Shoe Repairing Machine Company leases 
to shoe repair shops a cement press for an initial rental 
fee of S35 and a monthly rental of SI It leases a stitching 
machine on a different basis The initial license fee is S450 
on a new machine or $200 on a rebuilt machine In addi- 
tion, it gets a royalty of 12 cents a thousand stitches, with 
a guarantee of So a month If these machines need seme 
mg homeier, the shoe repair shops need not pa} for the 
repairs All that the manager of such a shop has to do is 
to notifv the local service office 
Some examples of other equipment that is leased are 
Electric bookkeeping and accounting machines 
Proof machines for banks 
Postage meter machines 

Registers used m streetcars busses, and the like 
Rental for Short Terms. Frequent!} a business ma} wish 
to rent equipment for a short period of time For instance, 
a compan} ma} rent long-carnage typewnters for the mak 
mg of annual reports During certain peak seasons a busi- 
ness ma} find it desirable to rent additional typewriters, 
Addresso graph equipment, or calculating machines The 
rental charges paid by the lessee ma} often be applied 
toward the purchase of the machine should the lessee de- 
cide to buy it. A clause go\ eming such a situation is con- 
tained in the rental order m Illustration No 41 
Terms of Purchase. The terms gi\ en to purchasers of 
equipment var} with the different kinds of equipment. In 
most cases a substantial down payment t 1 ! to ^ re- 
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quired, and the unpaid balance will be financed for a charge 
of from 4 to 6 per cent Companies that finance their own 
sales frequently add a carrying charge of 4 per cent on the 
unpaid balance Those equipment companies that finance 
their sales through commercial finance companies usually 
add a carrying charge of 6 per cent Illustration No 42 
shows a contract for the purchase of some dairy equip 
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menl on the deferred-payment plan. It includes an allow- 
“““ r aused p, f e of equipment being traded in Read 
carefully the purchaser's obligation, which is printed in 
small type. 

There are many forms of contracts under which equip- 
ment may be purchased. In some cases the contract may 
be a conditional sales contract, but in others it may be a 
l v I l m T ° rt if ge contract ' ’ rflese are explained in Chap- 
ter XU In the case of the conditional sales contract, the 
equipment does not become the permanent possession of 
the purchaser until it has been paid for. In the case of the 
chattel mortgage contract, it becomes the property of the 
purchaser at the time it is delivered, but the seller holds a 
mortgage claim against it until the amount specified in the 
contract is paid Occasionally, for a small unpaid balance, 
„ , “Of n ot require any special contract. The buyer 
13 merely billed on open account. 

SELF-CHECKING STUDY QUESTIONS 
(Chapter VI) 

nmvldc'd t0 .! ho Slewing questions In the space 

for each ? h < *“, esllon - head carefully the Instructiona 

a% doubm.no,™ , qu ' stlo, “ before writing your answers. If yea 
Z erneet aSwerX"™"'' rtTaad ,he «”d 

In which those questlonsTTScS^ “* Par ‘ th ' ChaP " r 

True-False Questions 

line under “true After cach^"* 1 bcI ° W that ,3 tnJC ' draw “ 
lino under "falac ” The fw il statement that is false, draw a 
0. Cheap 0 ,L m ■Wcment is given as a sample 
merchandise^ 0 '">™ high-priced 

1 If . . , • true false 

low-priced merch n and t ise a it I irccn° m n gr ° Up wIth 
that^tures and e^ipmenl 

true false 
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2 Lighted display signs are suitable only for out 

side use true false 

3 Counter displays should not obstruct the view of 

the shelves true false 

4 One may have to obtain a permit to construct an 

outside sign true false 

5 The function of a cash register is to provide a 

safe place for the keeping of money true false 

6 A change making machine is recommended for 

speed in making change true false 

7 A key driven calculator uses a paper tape for 

recording the figures true false 

8 An adding machine can also be used to multiply true false 

9 Some equipment may be rented but not purchased true false 
10 When equipment is purchased on an installment 

plan with a conditional sales contract it becomes 
the property of the buyer when the contract is 
signed true false 


Multiple-Choice Questions 

Directions Place in the parentheses at the right of each of 
the following statements the letter that represents the word or 
group of words correctly completing the statement The first is 
given as a sample 

0 Equipment that is commonly leased or rented is (a) a 
postage meter machine (h) chairs (c) shelves ( a ) 

11 Furniture for a men s furnishings store should be (a) 

rugged (b) dainty (c) light in color ( ) 

12 The calculating machine operated by depressing keys 

and turning a crank is (a) the Dalton (b) the Allen 
Wales (c) the Marchant ( ) 

13 The advantage of an open display is that it (a) protects 

merchandise (b) enables the customer to examine the 
goods (c) conserves space ( ) 

14 The mam advantage of a calculating machine over an 
adding listing machine is (a) speed (b) accuracy 

(c) printed record ( ) 

15 In planning the selection of equipment for a special 

type of business one can get information in regard to 
suitable equipment through (a) newspaper advertise 
ments (b) trade journals (c) textbooks ( ) 
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PRACTICAL PROBLEMS ' 

{Chapter YU 

Complete the following problems. If you are doubtful about 
decisions, reread the chapter. After you have completed the 
exercises you will find suggested solutions on page3 303 and 301 
of this book. If your answers do not follow the suggested solu- 
tions, restudy your text, then wntc your answers again. 

6A. In weighing butter by the bulk, a retail salesperson gives an 
extra ounce to each customer buying a pound, (a) If there 
13 a daily average of 50 customers dunng a year of 301 
working d3ys, how many pounds of butter are given sway 
during the year’ (b) If the retailer pays an average of 21 
cents a pound for the butter and sells it at an average of 
32 cents a pound, what are the wholesale value and the 
retail value of the butter given away? 

6B A certain model of the Addressograph sells for $385 on 
terms of net 30 days. If the deferred-payment plan la de- 
sired, the customer may make 12 monthly payments but 
must pay a finance charge of 4 per cent on the balance re- 
maining after the down payment. If a customer makes a 
down payment of $80, what will be the amount of each of 
the 12 monthly payments 7 

6C. A shoe repair shop leases a cement press and one rebuilt 
stitching machine Using the figures given on page 111 for 
the United Shoe Repairing Machine Company, determine the 
total rental cost for the first year of operation. The stitch- 
ing machine docs the following amount of Btitcblng: 
January 35,000 May 70,000 September 75000 

February 00 000 June 63,000 October 70.000 

March 05,000 July 55,000 November 62,000 

Apnl 60,000 August 50,000 December 53 000 
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CORRESPONDENCE AND DISCUSSION PROBLEMS 
(Chapters IV, V, and VI) 

If you are a regularly enrolled student in the United States 
Armed Forces Institute, you are entitled to assistance from an 
instructor by correspondence if you wish such assistance These 
problems are for that purpose However, you are not obligated 
to send in these assignments If you want suggestions on your 
work, write out your answers to these assignments and send 
them to the United States Armed Forces Institute as instructed 
on page v of this book. 

If you are working in a class under an instructor, the assign- 
ments may be used for discussion or for written outside work 

1 Why are stores usually found in groups commonly known as 
shopping centers 7 

2. Why are rents in a downtown district higher than those in 
an outlying district 7 

3. Name several common errors made m selecting locations for 
retail stores 

4 What factors do you think would help to determine a good 
location for a filling station 7 

5 Why is it usually more desirable for a new business to lease 
rather than to buy housing facilities 7 

6. Why is it desirable to have a written lease 7 

7. Why is a short-term lease preferable for a new business 7 

8. What are some factors to be considered in buying housing 
facilities for a business 7 

9. Explain the principal functions performed by a cash register 

10. Give some of the probable advantages resulting from the 
standardization of equipment 

11. How can a businessman determine whether it is advan- 
tageous from a financial viewpoint to purchase equipment 7 
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MID-COURSE REVIEW 

This test provides in brief form an opportunity for you to test 
and recheck yourself on the first half of this course before pro- 
ceeding with the remaining part of the course. It Is rot an 
attempt to test you exhaustively on all of the topics that you 
have studied, but it provides a representative sampling of ques 
tions on some of the more important topics that you should re- 
member. Answers will be found on page 30b of this book. The 
questions have been grouped so that you can restudy the chap- 
ters that contain answers you missed Since this review Is only 
a sample, you should study carefully the entire chapter In which 
you make two or more errors. When you have satisfied yourself 
as to your understanding, proceed with the course. 

Multfple'Choice Questions 

Directions* Place in the parentheses at the right of each of 
the following statements the letter that represents the word or 
group of words correctly completing the statement. The first Is 
given as s sample. 

0 The owner of an individual proprietorship owns all his 
assets provided there are no (a) creditors, (b) part- 
ners, (c) bonds owned ( * ' 

(Chapter I) 

1. Studies show that the percentage of retailers in busi- 
ness at a particular time who will fail the following 
year is (a) 2 per cent, (b) 5 per cent, (c) 15 per cent. ( ) 

2. As a cause of business failure "insufficient capital" 
ranks (a) below "bad debt losses," (b) below “com- 


petition,” (c) above “poor location” ( ) 

3. In any community the type of store required in great- 

est number Is (a) drugstore, (b) grocery store, (c) 
dry cleaner ( ) 

4. A business is most likely to succeed if Jt (a) copies 

competitors’ ideas, (b) solves or simplifies an ordinary 
problem, (c) manufactures or sells a novel new inven- 
tion ( ) 

6 A period of recovery is the best time to start a new 
business because (a) buying begins to Increase, (b) 
prices begin to decline, (c) interest rates are low ( > 

(Chapter II) 

6. The approximate turnover of merchandise | n a furni- 
ture store is (a) 10 to 12, (b) 2 to 4, (c) 6 to 6 ( > 
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7 If a business has a turnover of 3 it means that the 

merchandise is on the shelves from the time it is 
bought until it is sold for an average of (a) three 
months (b) six months (c) four months ( ) 

8 Money can be borrowed from an insurance company by 

(a) pledging real estate (b) pledging goodwill (c) 
pledging merchandise ( ) 

9 Cash that is available for current expenses is called 

(a) capital stock (b) fixed assets (c) working capital ( ) 

10 The least amount of capital is required when (a) turn 
over is low (b) turnover is high (c) sales are made 
on credit ( ) 


(Chapter III) 

11 A sole proprietorship is (a) a business owned by one 

individual (b) a limited partnership (c) a private 
corporation ( ) 

12 The operating agreement of partners is called (a) a 
financial statement (b) articles of copartnership (c) 

a contract of partnership ( ) 

13 In a partnership each partner is responsible for the 

following act of other partners (a) contract to buy 
merchandise for the business (b) personal assault 
(c) damage caused by partner s car being operated for 
personal use ( ) 

14 A registered bond obtains its name from the fact that 
(a) it is registered in the state capitol (b) it is regis 
tered for Federal tax purposes (c) it is registered in 

the name of the owner on the books of a corporation ( ) 

15 If there are any profits the ones who must be paid first 

are (a) bondholders (b) preferred stock holders (c) 
common stock holders ( ) 

(Chapter IV) 

16 One side of a street may be a better location than the 
other side because (a) the rent is higher (b) the rent 

is lower (c) customers prefer it because it is shady ( ) 

17 A store in the lowest rent district (a) can sell at the 

lowest prices (b) does not necessarily have an advan 
fag® (c) has to charge the highest prices ( ) 

18 It is usually best to pick a location for a shoe store 
(a) in a community shopping center (b) m a low rent 
district at the edge of town (c) in the best building ( ) 
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46 A good location for a novelty 5 and 10 cent store 
is in the center of a shopping district 

47 Transportation facilities arc often an important 
factor in determining a business location 

48. A business which pays the lowest rent can usu 
ally sell at the lowest prices 

49 In a large city it would be better to locate a drug 
store away from competition in an area devoted 
exclusively to automobile salesrooms than it 
would be to locate in a community shopping 
center 

50 A residential section is a good location for a 
gasoline filling station 

(Chapter V) 

51 A good policy Is to obtain a lease for a short 
period but renewable for a longer period 

52 The landlord usually pays the taxes on a building 

53 Ordinarily the tenant must pay for fixtures that 
are installed 

54 The escalator clause In a lease provides for an 
increase In the amount of rent 

55 The amount of rent paid Is sometimes based on 
a percentage of net sales 

(Chapter VI) 

56 An adding listing machine is useful In a business 
because the figures are printed on a tape 

57 Counter displays should be confined to those not 
over two feet high 

58 Closed displays are desirable for all types of mcr 
chandiso 

59 The key-driven calculator may be used to mul 
tlply or divide 

60 The advantage of the closed display is to protect 
goods from sunlight . 


true false 
true false 
true false 

true false 
true false 

true false 
true false 

true false 

true false 

true false 

true false 
true false 
true false 
true false 
true false 



CHAPTER Vlt 

BUSINESS RISKS AND INSURANCE 

Purpose of the Chapter. Every business is confronted 
with certain types of risks Some of these can be overcome 
by good business management Others must be o\ercome 
by \arious forms of insurance The purpose of this chapter 
is to explain the v anous risks and to show how a business 
man may obtain protection from them The following are 
some of the questions that wall be answered 

1 What are the different types of business and economic 
risks’ 

2 How can a businessman overcome some of these risks 
by good management’ 

3 How does insurance protect a businessman from risks’ 

4 What types of insurance are av ailable to the business- 
man’ 

5 What function does life insurance sene in business’ 

General Types of Risks Risks are of many varieties 

They are sometimes classified as natural, personal, and 
social risks They may be classified m general as follows 
floods,, storms, fires, robbery, strikes, nots, forgery, rack- 
eteering, panics, price fluctuations, taxes, tariffs, laws, 
changes in demand, and economic changes 

Special Types of Risks. The businessman is particularly 
concerned with certain special types of risks For instance, 
anyone who has operated a business has discovered that 
people change m their needs, desires, and wants These 
changes cause serious business risks Most products are 
produced m anticipation of sale If the needs desires, and 
wants of consumers change, however, those who have pro- 
duced goods are liable to suffer a loss 

Fashions, particularly in women’s clothing, change fre- 
quently Manufacturers and merchants of such clothing 
are sometimes stocked heavily at a time when styles change 

129 
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or when buyers fail to accept new styles Whoever is 
stocked with the merchandise therefore suffers a loss and 
probably has to sell the goods at a special sale A wise 
merchant will watch his purchases carefully to be sure that 
he does not overstock He will see that slow moving style 
merchandise is disposed of through some special side 

Methods of heating transportation and lighting cause 
serious business risks For instance the owner of a store 
that was thoroughly modem a few years ago may find all 
his customers going to another store that has recently had 
air conditioning equipment installed New decorations and 
new lighting equipment may attract customers away from 
an old established store Improved methods of transports 
tion may give one type of business an advantage over 
another For instance busses may eliminate the need for 
streetcars or private passenger automobiles may injure the 
business of bus companies There are numerous such 
changes going on regularly Probably the most recent sig 
mficant change has been the introduction of the radio 
which at least temporarily caused piano and phonograph 
manufacturers to lose sales It is possible that in the future 
the development of television may cause a serious business 
risk to manufacturers of ordinary radios and In turn rna> 
cause motion picture producers and theaters to suffer a 
loss 

The changes In the weather are sometimes serious busi 
ness risks For instance a delayed summer season may 
prevent manufacturers and stores from disposing of sum 
mer clothing A cool summer may injure the business of 
pleasure resorts because people may stay comfortably at 
home 

The fluctuation in business conditions is another serious 
nsk. It can be overcome to some extent by studying busi 
ness conditions and by planning carefully in anticipation 
of changes in business Therefore a knowledge of cc°* 
nomlcs is valuable to a businessman 

Within any business community there are numerous local 
risks such as the relocation of highways which may cause 
customers to change their sources of supply to more con 
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Economic Cycle. There is probably no risk m business 
that is so hazardous as the change in business conditions. 
For instance, when business conditions are at their best 
and there is a period of so-called prosperity, numerous new 
businesses are started, but many of these do not become 
well established before a period of decline begins The 
period of decline may therefore force a large number of 
them to go out of business A more detailed discussion of 
the business cycle, or economic cycle, was given m Chapter L 
Insurable Jlisks Some of the previous risks are hard to 
predict and hard to control A businessman can avoid some 
of those risks by good business management However 
there are many risks for which protection can be obtained 
through various types of insurance These include the 
following 

Fire Embezzlement by employees 

Theft Injury to customers 

Windstorm Loss of shipments 

Auto damage Disruption of business due to fire 

Death Injury to employees 

A small business cannot afford to take serious nsks when 
it is possible to obtain protection through some kind of In 
surance A large business may sometimes take risks which 
would be too great for a small business For instance a 
large corporation operating a fleet of 500 automobiles finds 
from its experience that not more than an average of one 
car is stolen m a year It is not only cheaper for it to stand 
the loss on stolen cars than to insure them but also the 
loss of even two or three cars in a jear would not be 
serious However, if a small business owns one automobile 
and that one car is stolen the loss would be serious 
In the following discussion the different kinds of Jnsur 
anee companies are described and the features of various 
kinds of insurance policies are explained Study these In 
terms of how they can help you 
Types of Insurance Companies Insurance companies 
collect from policyholders amounts that are called prf 
mtums A premium is a payment for protection against 
some risk such as fire, sickness, accident, or death Pre* 
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miums are paid weekly monthly quarterly semiannually 
or yearly the time of payment depending upon the nature 
of the insurance the type of policy and the kind of insur 
ance company The funds collected from policyholders are 
used by the company m somewhat the same manner as cash 
deposits are used by banks In other words with the funds 
paid by policyholders insurance companies make invest 
ments that earn an income An insurance company must 
of course keep a reasonable amount of cash available to 
pay the claims of policyholders in case of fire accident 
death ill health or other similar happenings The way that 
an insurance company handles its affairs is governed by law 

There are two general types of insurance companies 
One is known as the stock company and the other as the 
mutual company The stock company is a corporation that 
is formed according to the laws of the particular state The 
stockholders own the company and operate it although 
they are not necessarily policyholders An insurance com 
pany of this type obtains money from the sale of stock to 
stockholders as well as from the collection of premiums 
from policyholders The profits of the company are paid 
to the stockholders who are the owners of the business 
In some companies the policyholders also share in the earn 
mgs after the stockholders have been paid a stipulated 
amount 

A mutual company must also be organized under the lavs 
of the particular state The policyholders in such a com 
pany are however the owners Each person or business 
that is insured in a mutual company becomes a member of 
the company and is entitled to a share in the ownership the 
control and the earnings The ownership of the members 
is not evidenced how ever by shares of stock as it is in a 
stock company 

Although the policyholders do not owm shares of stock 
they are in a sense partners or members of a co operative 
organization The only way in which they can exercise 
their power of control or management is for a sufficient 
number of them to register a protest or to act as a group 
m demanding changes in the management or the operation 
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of the business Of course, the insurance departments of 
the various states look after the interests of pohcj holders 
and therefore scrutinize the management of these com- 
panies 

Policyholders in mutual companies usually pay premiums 
at a predetermined fixed rate, comparable to the rate estab- 
lished by stock companies The policyholders in mutual 
companies, however, may receive dividends or have to pay 
assessments If the company makes a profit, each pohcj- 
holder shares in proportion to the amount of his policy 
If the company fails to make a profit, each policyholder 
(except those w most life insurance companies) is assessed 
a certain amount so that the mcome of the company Will 
be equal to its expenditures Usually the maximum amount 
of an assessment cannot exceed the original premium. 

It is to the advantage of a mutual company to select 
carefully those risks on which insurance is to be issued. 
The company can thereby establish a low percentage of 
loss If the percentage of loss is low, the net rates are 
correspondingly low For instance, if the buddings insured 
by a mutual company are seldom damaged or destroyed by 
fires the net rates of that company are very low If there 
are many fires however, the rates are high It is further- 
more of particular advantage to a mutual company to 
increase fire prevention activities and thereby to reduce 
the number of fires Some mutual companies are not par- 
ticularly careful m selecting risks Others do, however, 
select only high grade risks while some confine their in- 
surance to restricted localities, to particular types of 
industries, or to selected groups of individuals. If a busi- 
nessman is going to insure in a mutual company, he should 
be sure that the company selects its risks carefully 

IIow Insurance Rates Are Established. Insurance rates 
vary according to the risk that is involved For instance, 
if there is a large number of robberies in a particular 
community, theft insurance is high in that community If 
fire protection is bad buildings are not fireproof, and fires 
are frequent in a certain community, the fire insurance 
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rates are high in that community Rates charged for inst- 
ance are ba^ed upon the past experience of the insurance 
company in distributing losses o\ er all the propert\ that is 
insured. The rates established for anj particular jear are 
therefore in anticipation that the losses for that ''■ear will 
be essential!} the same as those of the previous } ear ^at 
urall}, when risks are reduced rates can be reduced 
An insur an ce compan} must not onlj pay the cl aim s of 
its pohc} holders who have suffered lo c *es but must also 
ob tain enough to co\er all expenses and particularl} if 
the company is a stock compan> to ensure a profit as well. 
Sometimes the carefull} selected risks of a mutual com 
pan} result m such low costs of operation that those insured 
in the compan} ha\e returned to them 'ome of the profits 
Some stock companies also follow the practice of returning 
to their pohc} holders a certain amount of the profits 
The following factors for instance are taken into con 
sideration b} an insurance compan} m establishing fire 
insurance rates on propert} 


1 Water suppl} 

2 Fire department 

3 Fire-alarm system 

4 Police system 

5 Building laws 

6 Hazards 


7 Structural conditions 

8 Climatic conditions 

9 Correlation between 
the water suppl} and 
the fire department 

10 Fire-spnnkler system 


For example, two businesses occup} buildings side b> 
side, m which all the conditions are equal If one of the^e 
businesses installs a sprinkler system it will thereafter 
pa} a lower insurance rate than the one without sue a 
system. In the case of fire insurance the businessman w 
find it ad\ antageous to consider the \ anous factor ec 

mg the rates He maj sa\e considerable mone> by in 
stalling a fire-sprinkler system or a fire-alarm system. In 
considering two pieces of proper!} for rental a usme=s 
man may wish to select the one on which the insurance 
rate is the lower 


Fire Insurance. Fire insurance provides funds to replace 
buildings, furniture and equipment machmer}, raw ma 
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Illustration No JS — A Salvage Corps Reduces 
Fire Losses 


terials and finished goods that have been destroyed by 
fire Insurance on a budding usually docs not coier equip- 
ment, machinery, and stock Ordinarily separate policies 
are required to gv\e full protection from fire loss The 
owner of a building should be interested in insurance to 
protect his investment. The occupant of a rented building 
should be interested in insurance to protect his business. 
In buying insurance one should know just what is covered 
by the policy 

The actual loss in property destroyed by fire is not the 
only loss to a business The interruption to business until 
a new place can be obtained and operations can be resumed 
will result in a loss of profits and considerable incidental 
expense Special types of insurance can be obtained to 
cover such losses caused by the inconvenience of a fire 

Teaturcs of lire Insurance When a businessman k 
buying fire insurance, he should know what he is buying 
and how he will be protected. He should give careful con 
sideration to the amount of his protection the kind of 
protection and special clauses in the policy Illustration 
No 44 shows a typical fire insurance policy 


✓ 




No businessman has any advantage in being overtnsured. 
As a matter of fact, he will save money by keeping bis 
insurance down to an amount that actually equals the value 
of the property' Policies when renewed should therefore 
be revised m amount so that they cover the real value of 
whatever is being insured It is therefore important to 
check the policies carefully before they are renewed. 

In most states the actual amount of the loss is paid 
rather than the insured value In some states there are 
so-called valued policy laws These laws require the face 
value of the contract to be paid in the event of a total loss 
regardless of the value of the property at the time of the 
loss In the case of items such as manuscripts rare books 
rare pieces of art and other similar articles the value must 
be determined and agreed upon between the insurance 
company and the policyholder at the time the policy Is 
purchased. 

An ordinary insurance policy provides that the insurance 
company must repair or replace the damaged property 
within a reasonable time but it does not cover any loss 
due to interruption to business Business interruption In 
surance 13 presented later in this chapter 

Instead of paying only for the damage to a replaceable 
article the insurance company may exercise the right given 
in the policy to take all or part of the insured article at an 
appraised value In such a case the company may repair 
rebuild or replace the damaged property with other prop- 
erty of like kind and quality within a reasonable time In 
the case of a building that is insured the insurance com 
pany may likewise repair rebuild or replace the damaged 
property Insurance companies ordinarily do not exercise 
this option but usually follow the practice of compensating 
for the damage and letting the policyholder take care of 
the property 

The policyholder is required according to the contract, 
to be responsible for the property that has been damaged. 
In other words he may not abandon it to the insurance 
company for it still remains his property until an adjust 
ment has been made The policyholder cannot assume that 



immediately after the fire the insurance company is re 
spons b!e for the damaged property 
In every fire insurance policy the property that is cov 
ered should be clearly identified as to description and loca 
tion The property mcluded in the policy and the property 
excluded should be definitely understood In the event of 
a fire property may be moved to another location for pro 
tection In this location it is covered by the insurance for 
a certain amount of time usually about five days 


st at on No 45 — Records Should Be Safe f om F rt 


The standard insurance policy usually excepts or omits 
such items as accounts bills money notes and other evi 
dences of debt deeds and securities This fact emphasizes 
the necess ty for keeping such items safely It is difficult 
to establ sh a value for most of them and as they are not 
covered by an ordinary policy extreme care should be exer 
cised in protecting them Even if such items are insured 
the difT culty of replacing them still remains the prime con 
s deration in their protection 




ch 71 


141 


among 50,000 buildings there will be an estimated 1,000 
Area during any particular year The table in Illustration 
No 46 shows the ratio of the loss to the entire value of 
each piece of property 


RATIO OF LOSS TO VALUE 

Between 0% and 10% 
Between 10% and 20% 
Between 20% and 30% 
Between 30% and 40% 
Between 40% and 50% 
Between 50% and 60% 
Between 60% and 70% 
Between 70% and 80% 
Between 80% and 90% 
Between 90% and 100% 


Total number of fires 


107 

47 


| 1000 


Illustration No *6 — Average Percentage of Loss for 
Each 1J000 Fires 

It is evident that most of the losses 
losses For instance, in 751 cases out of 1,0 , 
from fire will amount to 10 per cent or less o 
value of the property If one buys regular ■nuance, he 
will pay the same rate per thousand dollars of “““ , ' 
regardless of whether he has complete co 1 
partial coverage It is obvious, therefore, that 
nary insurance, the person who carries com P , . 

is penalised by paying a high rate For exa P . 
son buys a straight insurance policy covermg ^atc 
of the value of his property, he pays the “JT amom ^[ 
thousand as a person who carries on y , a th t t p f , 

insurance There is straight 

L“rnot^ve°an; inducement to carry a large 
“c„=“ however, the loeurance comp.ny say, 

rn effect, ‘'If you tahe out « « £ « o£ 

decreasing rate as you go co| „ m , ranee the amount 

immrance that you carry V of a percentage of 

of insurance carried w unwu 
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the total value of the property The percentage earned 
will depend largely upon the custom m the community and 
the nature of the property being insured. Usually this per 
centage is approximately the percentage of total destruct 
lble loss that is possible For instance if it can be assumed 
that only 80 per cent of the property is destructible by fire 
(a certain proportion of the masonry and concrete work 
being indestructible) the policy should carry an 80 per 
cent coinsurance clause and thereby provide insurance co\ 
enng 80 per cent of the value of the property The rate is 
calculated on this basis The premium rate on buildings Is 
on the average reduced 10 or 15 per cent by coinsurance 
If the insured person however is not willing to carry in 
surance up to 80 per cent of the \alue of the property be 
may carry whatever amount he wishes but will ha\e to 
assume part of the risk The insured person may carry 
insurance equal to the total estimated loss or may carry 
less The follow mg are examples of how 80 per cent com 
surance clauses operate 

EXAMPLE A 

When insurance exceeding SO't of the \alue la carried. 


\atue of property $10 000 

Insurance required 8 000 

Insurance carried (face of policy) 0 000 

All losses up to $D 000 ore pal 1 In full 

EXAMPLE B 

When Insurance equal to $0" of the value Is carried. 
\a\ue of property $10 000 

Insurance required 8 000 

Insurance carried face of policy) 8 000 


For losses of $8000 or more the face of the policy 
($8 000) 1* paid. J 

All losses under $8 000 are paid In full, 

EXAMPLE C 

When Insurance of leas than 80*1 of the value Is 

talue of property J 10 000 

Insurance required g 000 

Insurance carried (face of policy) 0 000 

V-nn -if. V-/VX*. dr. *nftm ‘lift. Wa nf. ‘hr* nsliiry 
4 $0 000) la paid 

All looses under $8 000 are paid In the proportion that 
15 000 bears to $3 000 which Is *, 



Illustration No *7-ITow Coinsurance Clauses Opera e 

The coinsurance clause is usually attached to an ordt 
nary fire insurance policy, as m Illustration No 

Co, erage tor Bad Risks. In manycommunitiesit ism- 
possible tor any particular business to obtain all tto mm 
knee it desires through one insurance company Insuran 
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companies follow a policy particularly in certain high nsk 
districts of insuring only a certain percentage of the value 
of property There are two ways however in which a busi 
nessman may obtain complete coverage One is by obtain 
ing two or more policies that together cover the entire 
value of the property The other is by purchasing complete 
coverage from one insurance company which m turn will 
reinsure part of the value of the property with one or more 
other insurance companies When any particular insurance 
company issues a large insurance policy it usually sells or 
reinsures part of the risk with other companies This prac 
tice is considered good management on the part of the m 
surance company because it distributes the nsk among a 
number of companies Any particular large loss might sen 
ously embarrass a single company but when it is distnb- 
uted over several companies it is not so significant In 
other words several insurance companies bear the loss In 
stead of one company 


Features of Use and Occupancy Insurance Use and 
occupancy insurance is sometimes referred to as buatnrw 
interruption t isi/rance For instance after a fire m an 
o ce a factory or a store the business suffers an addi 
tional lo^s because it cannot carry on its operations m the 
normal manner Some of its expenses continue In spite of 
e ire These are such expenses as interest on notes 
cs rent royalties certain insurance advertising tele- 
phone service and certain salaries The business may lose 
on y the normal income from sales but also its cus 
* h ° m , a y so to other sources and never come back 
°. hand during the period when the business 
1 dOWn becauae of the fire may save the sal 
CC _ m cm ployees and a few other miscellaneous 
_ *. S . .. e purpose of use and occupancy insurance is 
tion nnH°t C b ui SmCSSman from loss during the intermp- 
Z him t0 Eet back mt0 normal operation 
are mm ^ cvera ^ different plans of insurance 

interriinfin 12 cmcr the losses resulting from business 
interruption. These are as follows 
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Plan 1 Concerns having reasonablj even dailj earnings 
maj carrj insurance providing for a daily paj 
ment not exceeding 1/300 (or 1/365 if the busi 
ness is operated on Sundays) of the face of the 
policj This clause maj be written to cover two 
jears 

Plan 2 Businesses in which the dailj earnings are not 
even may take out insurance providing for 
weekly payments amounting to 1 52 of the 
amount of insurance earned 
Plan 3 Businesses in which the earnings are not even 
from day to day week to week or month to 
month may obtain insurance that provides pro- 
tection when it is needed but withdraws it when 
it is not needed A canning factory that oper 
ates during the berrj canning sea'^on m the 
spring and the vegetable-canning season in the 
early fall is an example of such a business 
Plan 4 In addition to the choices indicated above com 
surance clauses may be inserted m these pobcies 
The policyholder znaj consequently be required 
to carry insurance equal to 80 per cent 90 per 
cent or 100 per cent of the actual use value of 
the bus mess These clauses operate for use and 
occupancy insurance m essentially the same 
manner as they do for fire insurance policies 
Let us assume that the use and occupancy insurance 
earned by a particular business amounts to $300 000 and 
that the business is not operated on Sundays and holidays 
Under the first plan the payments would not exceed 1/300 
of $300 000 or $1 000 a day 
Plans 1 and 2 are basic Plan 3 ran be used with Plan 1 
For instance assume that the greatest nsk occurs between 
July 1 and January 1 The payments might be 

FTP. NO OF 

DAY DAYS INSCEAXCE 

January 1 to July 1 J 500 x 150 $ "o 000 

July l to January 1 1 500 x 150 225 000 

Total 200 $300 000 
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Plan 2 is a basic weekly plan Under it the weekly pa) 
ments would not exceed 1/52 of 5300 000, or 55 769.23 a 
week If the fluctuating form m Plan 3 is used with Plan 2 
the payments could be arranged as follows 
per no or 
WEEK WEEKS INSURANCE 

November 15 to June C $ 6 000 00 x 29 J 174 000 
June 6 to August 1 10 000 00 x 8 80000 

August 1 to November 15 3 066 66 x15 46000 

Total 52 1300 000 

In determining the amount of such Insurance to carr>, 
the businessman should consult an insurance representa- 
tive He will find it advisable to prepare a list of items 
that are customarily considered as fixed charges, and to 
make an estimate of his normal profit, taking into con 
gideration past experience and future expectations When 
such an estimate has been made, a record should be kept 
of the method of computing the estimate so that these fig 
ures can be submitted in justifying a claim 
Features of Burglary and Robber) Insurance. Man) 
businesses especially stores, need protection from loss due 
to burglary, robbery, theft, and larceny Some policies pro- 
vide for (a) divided coverage or limited coverage, (b) 
blanket coverage, or (c) full blanket coverage To under- 
stand these coverages it is necessary to read the details 
of the clauses in the particular policies 

Various policies provide protection from loss due to per 
sonal holdup, robbery of merchandise, robbery of safe, rob- 
bery of paymaster, messenger robbery, and interior oflicc 
or store robbery Because of the differences in the types 
of businesses and the methods of operating businesses the 
risks vary considerably Consequently, the rates also vary 
considerably Individual policies may be obtained to cov er 
different risks, or one policy may be obtained to cover sev- 
cral risks The rate on the latter type of policy' will depend 
upon the number of risks covered 
Store owners need protection from shoplifting and there- 
fore carry such insurance It Is often a better policy for 
merchants to employ a detective agency to check on shop- 
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lifters than it is to expect their emplojees to watch cus- 
tomers and accuse those guilty of shoplifting 
Coinsurance may be obtained with various forms of bur- 
glary and robbery insurance For instance a coinsurance 
clause is often used in burglary insurance policies on open- 
stock merchandise In burglary insurance, as in the case 
of fire insurance, usually only a limited loss is sustained 
at any particular time for seldom is all the merchandise 
stolen The greater number of coinsurance clauses are 
therefore confined to smaller percentages If the policy- 
holder is willing, however to insure for 90 or 100 per cent, 
he will obtain more complete protection at a lower rate 


Transportation and Cargo Insurance Marine insurance, 
or transportation insurance, has many uses If a shipmen 
is sent by water, the person who owns the goods will wan 
protection against damage, theft, and complete loss e 
person who owns the goods may obtain this insurance, or 
the company that transports them may provide it as a par 
of the cost of transportation The transportation company 
may insure all its shipments through an insurance com 
pany, or it may assume its own risks and pay its own 
In sending a shipment by railway freight, e s ^ ' 
need not declare the value, but if the shipment is 
damaged, he may file a claim and recover the u 
of the loss The insurance cost in such cases is 
in the rate charged for transportation 

When a shipment is sent hy express, the valueneed not 
be declared if it does not exceed $50, for the > P ^ 
pany assumes, without extra charge, a char g e , 

loss up to $50 It will also a0s “” 0 ’ ™ “ ha lf the value of 
responsibility for any loss not exc ® tcr than $50 or 
the shipment. If the declared va sh i pmen t, the 

greater than one half the value ° e at 10 cents on 

shipper may purchase additional insurance 

each additional $100 of the v * ue d by the Post Office 
Parcel-post packages ^ay e or th may 

Department upon the payment of an exv 
be sent uninsured. 
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The so-called "five and ten clause” In an automobile in 
surance policy refers to $5,000 of bodily injury insurance 
for injury to one person and $10 000 for injury to two or 
more persons m the same accident These amounts are usu 
ally the minimum amounts for which bodily injur} insur 
ance should be earned, but it is common practice to carry 
$10 000 and $20,000 of protection The additional protec 
tion costs only approximately 20 per cent more than the 
lesser protection although the amount of protection is 
twice as much The reason why the additional protection 
costs only a small amount is that most of the d ama ge 
claims for bodily injury arc of Bmall amounts 

Most claims can be settled within the limits of $10000 
and $20 000 If $10 000 worth of bodily injury insurance fa 
earned as protection against a single injury, the person 
who is injured can collect from the insurance company an 
amount not exceeding $10,000 If more than one person fa 
injured the total amount that can be collected cannot ex 
ceed $20 000 The amount of the damages must be deter 
mined by a court or established by an agreement between 
the injured person and the insurance company A good 
insurance company wall take care of all legal details but 
if the amount of injury exceeds the amount of the insur- 
ance, the insured person will have to pay the difference 
Ordinarily it is considered wise not to carry' less than 
$5 000 worth of property-damage insurance If an automo- 
bile driver who carries $5 000 worth of property -damage 
insurance damages the automobile of another person or the 
front of a store for instance, the person whose property 
has been damaged may collect damages from the insurance 
company to the extent of $5 000 
Insurance against such hazards as tornado, windstorm 
and ram is used less frequently, although the rates for such 
protection are low The rates are low because the charcc 
of loss from these hazards is relatively small 

Unless otherwise specified, the insurance on ones car 
covers its operation within the United States and for the 
purposes specified in the policy For instance, the insur- 
ance on a car may cover the use of the car for both bus' 
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ness and pleasure, for business alone, or for pleasure alone 
Although the insurance is always issued to an individual 
the policy covers a particular car and anyone operating 
that car Ordinarily the policy does not cover the indi- 
vidual when he is operating the uninsured car of another 
person In buying automobile insurance however, the pur- 
chaser can have inserted in the policy a special clause cov- 
ering himself when he is operating a car other than the 
one insured 

Automobile insurance rates are generally considered 
somewhat unfair because the reckless driver, if he can ob- 
tain insurance, pays for it at the same rate as the careful 
driver Furthermore, rates are based upon localities For 
instance, the rates on various types of automobile insur- 
ance are not the same m Chicago and m San Francisco 
Some companies have attempted to offset this unfairness 
by selecting carefully those whom they insure and thereby 
providing insurance at lower rates 

In the state of New York, careful drivers are now re- 
warded with lower rates for bodily injury and property- 
damage insurance To those who have had not more than 
one accident involving property damage within the last two 
jears, a classification known as Rate A is given Such per- 
sons are given the basic rate, which is the low est To those 
who have had not more than one accident involving prop- 
erty damage and one accident involving personal injuries, 
a classification known as Rate B is given Such persons are 
required to pay a premium that is 10 per cent greater than 
that paid by those in the Rate A classification To those 
who have had two or more accidents involving either prop- 
erty damage or personal injury, a classification known as 
Rate C is given Such persons are required to pay a pre- 
mium that is 15 per cent greater than that paid by those 
m the Rate A classification The insurance company may 
TfcS-ase to insure those persons who have had many acci- 
dents 

Special Store Insurance. Businessmen operating retail 
stores or dealing directly with the public m other ways 
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usually find it necessary to carry various forms of special 
insurance, such as insurance providing protection from less 
due to the personal injury of customers A claim may re- 
sult from a customer’s being injured by slipping on a floor, 
falling down steps, being caught in an elevator, or harmed 
by an employee or by some other customer Damage claims 
may also result from the use of merchandise that was sold 
by a store For instance, the dye m some clothing may 
cause a skin infection A cosmetic may result in injury to 
a user A piece of machinery may be defective and cause 
personal injury Oaims can result from all these cases but 
there is insurance available to provide protection against 
them 

Even though insurance is carried as protection against 
such claims the owner or the management has an impor 
tant responsibility to prevent accidents When an accident 
occurs it creates ill will The prevention of accidents la 
therefore really as important as insurance providing pro- 
tection against them 

Surety Bonds Surety bonds, which are used in business, 
are really a form of insurance For instance, when a per 
son employed by a bank will be required to handle money 
he must be bonded by a surety and bonding company Then 
in case the employ ee later embezzles or steals money from 
the bank the bonding company is required to make good 
the loss provided the employee is not able to return the 
money Some banl^s pay the cost of the bond but others 
require the employee to pay it Bonds arc issued only on 
the basis of reputable character The rate is dependent 
upon the risk involved. For instance a person handling a 
small amount of money will not require a large bond and 
the rate will probably be reasonably low On the other 
hand if the person handles a large amount of money, the 
bond will probably be rather large and the rate therefore 
higher 

Performance Bond's These bonds are also common*'/ 
used in business They' are in a sense a form of surety 
bond. For instance, if one obtains a contract to construct 
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SELF-CHECKING STUDY QUESTIONS 
IChopter YIH 

Fall in the answers to the following questions in the space 
provided after each question. Read carefully the Instruction 
for each group of questions before writing your answers. If you 
are doubtful about an answer, reread the chapter until you find 
the correct answer, then compare your answers with those on 
page 300 of tills book. Refer to the printed answers only aftr* 
you have made a serious effort to answer all questions, for other 
wise the questions will not be of greatest value to you. If you 
have any incorrect answers reread the part of the chapter ia 
which those questions are discussed. 

Completion Questions 

Directions Write one word in each blank apace In each state- 
ment given below to make the statement complete and accurate. 
The first is given as a sample 

0 A mutual insurance company Is one that is owned by the 
policyholders 

1 A stock insurance company Is one owned and operated by 

the . 

2 Insurance which covers damage, theft, and other losses of a 

cargo is called marine insurance or — i& su ' 

ance 

3 The financial instrument which provides protection for aa 

employer against theft or embezzlement by employees b 
called a bond. 

4 The financial instrument which provides protection against 
the failure of another to perform a contract is called a 
bond. 

C If a painter contracts to paint n house in the future tad 
immediately buys paint to protect himself from a price in 
crease in paint he is said to be . 

True-False Questions 

Directions After each statement below that is true, draw a 
line under ‘ true * After each statement that is false, draw a 


line under * false The first statement is given as a sample. 

0 Under group Insurance all employees arc Insured 

without a physical examination true fab* 

G A businessman may be able to borrow money on 
fifs fife insurance policy 

7 The policyholders In a stock company may be re- 
quired to pay an assessment lrue ***** 
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8 The economic cycle cause9 business risks true false 

9 Insurance rates are established by Federal law true false 

10 All business buildings of the same size in the 

same city carry the same rate of fire insurance true false 

11 Regular fire insurance protects a businessman 
from the loss of time and business due to the m 


teiruption caused by a fire true false 

12 A policyholder must have an insurable interest 

in the object being insured true false 

13 An ordinary automobile insurance policy covers 

the car and any person operating it legally true false 

14 The so called five and ten clause m an auto 
mobile insurance policy refers to premium rates 

of five and ten dollars a thousand true false 

15 A businessman may obtain insurance covering 

injury to his customers true false 


Multiple Choice Questions 

Directions Place in the parentheses at the right of each of 
the following statements the letter that represents the word or 
group of words correctly completing the statement The first is 
given as a sample 

0 The amount which a businessman pays to an insurance 
company in the buying of insurance is referred to as 
the (a) premium (b) assessment (c) interest ( a ) 

16 Under coinsurance the rate per thousand as compared 

with that of regular fire insurance is (a) higher (b) 
lower (c) the same ^ ' 

17 Coinsurance gams its advantage to the insured by en 

couraging (a) the carrying of less insurance at a 
higher rate (b) the carrying of more insurance at 
a higher rate (c) the carrying of more insurance at 
a lower rate . 

18 After a fire has damaged some goods the goo 
(a) immediately the property of the insurance co 
pany (b) still the property of the original owner u 

til L adjustment ,s made (c) the property ot the ( > 

19 TheT„d C o7a"Lob,,« insurance covering damage to 

other person s property is (a) bodily injury (b) prop ( ; 

erty damage (c) collision in _ irc3 wlt hout extra 

20 The railway express company insur » ^ ^ ex 

charge all shipments the va 'ue of 
ceed (a) $50 (b) $100 (c) $200 


( ) 
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'atue of property 
Insurance carrle 1 
Lou 


PRACTICAL PROBLEMS 
(Chapter VII) 

Complete the following problems If > ou arc doubtful about 
decisions reread the chapter After jou have completed the 
exercises jou will find suggested solutions on page 301 of this 
, If > our answers do not follow the suggested solutions 
rcstudj jour text then write jour answers again 

7A The following are the detail, at „ fire inatmmre poller wilt 
a uo per cent coinsurance clause 

J22 000 

10000 

impale the amount that trill be paid by the Inaurnntc com 

,D ' tor ram',?™" 47 1,3 ls « t«We ronstnicled 

< h »> '«>• rol'C) carries a 

remain the „mr r”" "" ll “ t ,h '> 1 «>» «l*r 

SmS, Compute the amount, for the !a»t lam 

^ ^STadTrTan 5 ™ ^rd ,h ° f 

imreranre could * col, "erred Vf’huTrS”? 

7D ?,"» S5 “ ' »° «rth of bu„ 

divided as folows 20 percent ^ lt3 bu,lnc,a b 

and approximated C t£r ° ' fl> " Q fK ' r CPnt ,n Junp 
Construct a table similar to the" C1Ch ° f the 0thcr xnonths 
showing how the a^umi of tnsurot the v. ,0r : .° f . paRe 
utrd wecklj to provllc adequate mv.^. “ h ° U J. d ** distrib * 
and June to tic 0 weeks ** C covcrn K c Consider Ms) 



CHAPTER VIII 

FINANCIAL RECORDS NEEDED IN BUSINESS 

Purpose of the Chapter. Under conditions of modem 
competition, a business cannot succeed indefinitely unless 
it follows sound methods of management One of the most 
important aspects of business management is the use of 
adequate financial records Usmg financial records means 
not only the preparation of them but also the interpreta- 
tion of them. 

A knowledge of accounting is a \aluable asset to every 
businessman. It cannot be assumed, however, that every- 
one who reads this chapter will ha\e a knowledge of ac- 
counting The information presented here is not based upon 
the assumption of such a knowledge The purpose of this 
chapter is largely to point out the necessity for financial 
records, to gi\ e examples of them, and to demonstrate their 
use The following are some of the questions that will be 
answered 

1 What financial records are needed 7 

2 How can accounting records be used for managerial 
control 7 

3 What information is needed daily 7 

4 What information is needed monthly 7 

5 What information is needed y early 7 

6 What information is needed for income-tax purposes 7 

7. What records are needed for social security taxes 7 

Use of Accounting Records. No business can be operated 
successfully unless books are kept and accounting state- 
ments are prepared. No one should start m business with- 
out a knowledge of bookkeeping or the aid of someone who 
has such a knowledge Some of the information that a 
hitfanf-ss. manaigu-. should, exijeri. from, anoannlmig ’wreurhs 
js as follows 
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1 Kinds and values of assets 

2 Amount of cash sales 

3 Amount of cash received from credit customers 

4 Amount of credit sales 

5 Amount of C OX) sales 

6 Amount of cash deposited m the hank 

7 Amount of cash Withdrawn from the bank 

8 Amount of debts that are owed by the business 

9 Amount owed to the business 

IQ Bills that are paid 

11 Total amount of expenses 

12 Amount of merchandise bought 

13 Transportation charges paid 

14 Amount sold by each salesperson 

15 Profit or loss 

16 Percentage of profit or loss 

Sales accounts receivable payments on account expend! 
tures and cash balances should be tabulated daily The 
information listed above should be compiled monthlj or at 
least semiannually Modem accounting records are not dif 
ficult to keep up to date Machines special books and files 
can be utilized for this purpose 

Double-entry bookkeeping is the accepted standard in 
modem business It is distinguished from single-entry 
bookkeeping by the use of offsetting entries to record each 
transaction The totals of all offsetting entries must always 
balance Double-entry bookkeeping provides a better proof 
of correctness than single-entry bookkeeping 

Control Through Accounting Records. The study of the 
financial records is the mam means of control in the man 
agement of a business. Businessmen use the statement of 
profit and loss and the balance sheet ns part of the means 
of controlling their operations. Every business should have 
these two statements prepared no less than once a year but 
preferably every six monthsi^r even cv cry month. In many 
cases they are prepared every month 

Let us consider the grocery business that is operated by 
Mr H J Brooks. The statement of profit and loss of this 



business is shown in Illustration No 50 It provides Mr 
Brooks with an analysts of the results of his business opera- 


H J BROOKS 

Statement op Profit and loss 
For Six Months Ending December 31 194- 



tions during a period of six months ending on December 
31 The information reported on this statement was ob- 
tained from the accounting records The statement dis- 
closes the fact that a net profit of $816 78 was made during 
the six month period 

Illustration No 51 is a balance sheet that was prepared 
at the same time as the statement of profit and loss The 
purpose of the balance sheet is to show the condition of 
the business on December 31 According to this statement 
the net worth or capital of Mr Brooks is $3 638 50 On 
July 1 his net worth had amounted to $3 612 37 During 
the six months between July 1 and December 31 Mr 
Brooks withdrew $790 65 for his own purposes If he had 
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Balance sheet 
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Illustration No Si— A Balance Sheet 


not made these withdrawals, the net worth would be 


$700 05 more 

The following is a list of items of information that was 
prepared by Mr Brooks on December 31. Similar inform 
tion is obtained from the records e\ery day This list ghw 
information on cash receipts, cash payments, cash dep 03 
ited in the bank, and cash balance 


Total cosh receUed 
Cash aales 

Cash received on accounts 
Credit sates 
Purchases on account 
Payments for purchases * made by check ) 
Payments for miscellaneous expenses (made 
with cash) 

Cash deposited In bank 

Hank balance 


t 50 57 
4015 
10 42 
10 10 
72 01 
50 40 

313 
47 43 
C30 90 


Interpreting Financial Statements The simple financial 
statements that have just been presented are not ahvajs 
sufficient to enable the manager to interpret the condition 
of the business An accountant can prepare numerous 
ratios that will help to analyze the business For instance 
he may compute a ratio to show the relationship between 
current assets and current liabilities Such a ratio helps 
to determine the ability of the business to pay its current 
debts For example if a business has 53 of current assets 
for e\ery $1 of current liabilities it is apparent that the 
business is better able to pay its liabilities when they be 
come due than it would be if the ratio were two to one or 
one to one There is no ratio that can be set as a standard 
because some types of busmesses do not require as large a 
ratio as others 

Another important ratio is the relationship between sales 
and cost of sales an analysis of which is usually handled 
by an accountant The manager of the business must 
understand something about accounting in order to under 
stand these figures For instance even though the busi 
nessman may not be sufficiently familiar with accounting 
procedure to prepare the financial statements he should be 
able to look at them and understand the figures As an 
example assume that during one year the cost of sales 
amounted to 80 per cent of the gross sales and that during 
the next year the cost of sales amounted to 85 per cent of 
the gross sales Obviously therefore the manager should 
be concerned with figuring a way of reducing the cost of 
sales or of increasing the selling price Otherwise the trend 
md cates that eventually net profit will be eliminated 
Quite often it is important to compare the results of one 
year with those of the previous year For instance the 
profit and loss statement of one year is tabulated alongside 
the profit and loss statement of the preceding year or the 
statements of several years At a glance one is then able 
to make a comparison of various items for two or more 
years Similar comparisons are made of balance sheet items 
for two or more years For example Illustration No 52 
shows a comparative balance sheet of Mr H J Brooks It 
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IL J BROOKS 
Comparative Balance Sheet 
December 31 19*-. and Jlve 30, 391- 



lUstration Ao 5! — A Comparative Calance Sheet 


is obvious that during the six months ending June 30, the 
business has been m a better condition than it was dur 
ing the six months ending December 31 The total liabili 
ties are approximately the same, but the total assets are 
greater The capital, or proprietorship, of Mr Brooks u 
therefore greater 

On comparative statements of profit and loss it is help* 
ful to show . by means of percentages, the relationship of 
the various items for one year to the sales for that year 
For instance. Illustration No 53 shows the latest pro't 
and loss statement of Mr. II J Brooks with such percent- 
ages If such a statement is prepared each year, the man 
ager is able to make a definite analysis of the operations 
of the business from year to y ear. For example, If the per* 







Records for a Small Business. A small business, espe- 
cially a retail store, does not need elaborate records. A 
retail store can use the cash register as a basis for ob- 
taining most of the information for its financial records. 
Models of such records can be obtained from the manu- 
facturers of some cash registers. Some associations, such 
as oil dealers, plumbers, and dentists, have standard forms 
that they recommend for their members. 

When a cash register is used, it is common practice for 
each sales clerk to prepare a daily balance slip, the two 
sides of which are shown m Illustration No 56 In addi- 
tion to this daily balance slip, a summary is made The two 
sides of this slip are shown in Illustration No 57. 

A simple system of record-keeping based upon the cash 
register can be learned easily by a person who is not 
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familiar with accounting A knowledge of accounting is 
however, helpful in keeping such a set of records 
It is usually possible to hire someone to come in dailj, 
weekly, or monthly to prepare the records and the financial 
statements that are necessary. If such a plan is followed, 
the daily summary slips, as well ns certain other informa- 
tion, arc kept These slips arc then turned o\cr to the 
bookkeeper who is hired to prepare the records and the 
statements Summary slips are kept by chain-store man- 
agers, filling-station operators, and other businessmen 



illustration Xo 37 — A Dally Rummary Slip 


Daily Deports. Illustration No SS Is an example of one 
kind of daily report that is commonly made by managers 
of filling stations, chain stores, and branches. Such a re- 
port is prepared daily. Weekly and monthly reports are 
also sometimes used. 
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This type of report is not only commonly used in filling 
stations, but is also commonly used in all types of busi* 
nesses which operate branches. The manager of the branch 
not only gets an accurate picture of what has happened 
during the day, but the central organization also is kept 
informed of the operations. Many of the reports used for 
such purposes are much more complicated. 

Ratio Analysis. Prom the various records and reports 
prepared for a business, it is possible to make certain ratio 
analyses that are helpful in the management of the busi- 
ness. Illustration No. 59 shows a ratio analysis for vari- 
ous types of wholesalers and retailers that was prepared 
by Dun and Bradstreet, Incorporated. Such ratios arc of 
interest to the businessman because he can compare his 
business with others. For instance, the ratio of current 
assets to current debts is computed by dividing the total 
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amount of such assets as cash accounts recen able and 
merchandise by the total amount of such liabilities as ac 
counts payable and notes payable If a businessman has 
such comparative ratios prepared for his own business 
each month or each year he is kept aware of his financia 
condition 


Depreciation. Every businessman should recognize the 
problems that result from the decrease in the value of 
property through use For example a filling-station opera- 
tor buys a pump that costs $200 He knows from experi- 
ence that at the end of five years the pump will not be 
worth any more than its value as junk about $25 He es i- 
mates therefore that it will wear out at the rate o $ a 
year This is a common way of figuring depreciation 
though there are various other more complicated me o s 
The general term that is applied to such a decrease i 
the value of an asset is depreciation Property 
decrease in value because of obsolescence, that is e 
may become out of date, or it may become inadequate to 
a particular purpose For all practical purposes ’ 

any decrease in the value of an asset can be considered 
depreciation A cash register, for instance may 
gradually, or it may become inadequate because the bus. 
ness has expanded and a larger register wi 
plicated tabulations is required ... h , t usu . 

The toes due to depreciat.on « very real, althou^ 
ally cannot be computed deli "' lcly f f,"„ y t0 „bscno good 
fails to recognize depreciation is fa g must 

business principles When (.“'replace the cqulp- 

be replaced If money is not pliable to jMP wlo „ d) 

meat, the business enterprise may I lh0 J 0 et of doing 

The depreciation of asset. » * instructing a 

business For example, a contra m j ver He ex- 

large building buys shovels an ‘ m \xcr to be worn out 

pects the shovels and the J® a The of the 
by the time the building » o ; rt(Utlw to such expenses 
building will therefore mcjud . ^ matulal3> the cost 

as salaries and wages supp 




Illustration Ho 60 — reasonable Rates Of Depreciation 


The rates indicated in this table are those that the United 
States Bureau of Internal Revenue has found reasonable in 
allowing deductions for income tax purposes In computing 
the profit of a business for each year, the manager must 
take into consideration the fact that the assets have worn 
out to some extent This depreciation charge should be 
considered as an expense Illustration No 61 is an example 
of the schedule used in a Federal income-tax return for 
reporting claims for depreciation 
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The need for the replacement of an asset should be 
foreseen, and a reserve fund should be created to take care 
of the loss m value Suppose, for example, that a mer- 
chant who has been usmg a small cash register finds that 
his business has expanded to the pomt where he needs a 
larger cash register with several draw ers The cash regis- 
ter that he is usmg would probably last several more years, 
but it would not serve the business satisfactorily Because 
of changes in design and other improvements, this type o 
machine has gone out of style The merchant there ore 
finds that he cannot obtain from the sale of the machine 
as much as the machine is actually worth according o 1 s 
condition If he has predicted the loss m value, however, 
and has accumulated a reserve fund to take care of it, he 
should have enough money available to pay the difference 
between the value of the old machine and the cos o a 


Registers. The accounting records provide information 
on such items as msurance, fixed assets, and rea P r °P J’ 
but the accounting records do not provide the 
information that is needed with regard to these assets 
Special ruled forms that are referred to as regi 
used for keeping the detailed information on , 

For instance^ a businessman may have msurance policies 
on equipment, merchandise, trucks, buildings,] p gUC ^ 

and various other items He therefore nee of \he 

information as the face of each policy, the date 

insurance expense to be charged off eac nhistration 

of expiration of each pohcy, and register Illus- 

No 62 shorts a card from njster These 

tration No 63 shows an insurance policy^ ^ heIp . 

registers provide supplementary o£ the busme ss. 

ful to the bookkeeper and to the mana„ 

Keeping Records Safe. *1- 

the accounts of customers an protected from such 

should be kept safe They should such as the ac- 

hazards as fire ana theix stolen, but they could 

counts of customers, would nov 



Ho Ct-A Cord P.'cora of a Flood Al.Ot 

^Sd b b. d Tto^5 r *7' ** e ' ,ery officc - tteref ° re ’ «>m 

called fireDronf r,i f **1® 0r vault for 811011 records. So* 

insulated X^^o t “, btoel3 ° f EhMit raCljl1 mlh 
They will withstand a l waj ’ 3 Kure protection against fire, 
something heavy taSlsm^ bUt ** the buiJdin £ hums and 
be crushed. p ° a sucb a cabinet, the cabinet will 

Euch - «— ■ *•* 
thay are secure from theft or « ® houId 1x5 P^ced where 
placed m bank safe-deposit boy 6 °f these are often 
protection in the office. An o^ 63 ** there “ 110 adequate 
not safe because it may coli a !j in ^ ry flre P ro °f file often is 
rou apse during a f !re . 
ccu*ajjce fotxrr 
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Income-Tax Records. The Federal income-tax law re- 
quires every business to keep satisfactory records so that 
the true income and expenses can be reported Preparation 
of an income-tax return for a small busmess is relatively 
simple The information needed for an income tax return 
of a business can be obtained from any goo se o usin 
records kept under the double-entry method The income- 
tax form and the sheet of instructions accompanying : t 
form will provide most of the information needed Illustra- 
tion No. 64 shows an example of the detailed repo 
must be included in the income-tax return of a busmess. 



** ^ssssr Tax ™ 

Federal Withholding Tax Besides^ aomal^seeurity 
taxes which are described W ■ £ o£ each emp i 0 yee. 
required to ^ pends upon the wages earned and 

The amount o£ . Throug h this process the em- 

the rate W&cnbeA by la . T £ t or all the 

income I'tjuTof So mdiw“tbe source The empioyer 
INSURANCE POUCY RECORD _ 
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must keep an accurate record of the wages paid and the 
tax collected Special forms are used for reporting the tax 
collection when it is turned o\er to a governmental agency 

Social Security Taxes Under the Federal Social Security 
Act the employer must keep a detailed record of the com 
pensation paid to every employee. The information re- 
quired is as follows 

1 The employees name address and social secunty 
number 

2 His occupation 

8 The gross amount of his earnings the time of pay 
ment and the period of service covered by each 
payment 

4 The amount of his taxable wages 

5 The amount of the employee s tax withheld from his 
wages 


The Social Secunty Act also requires that any employer 
ject to tax under the Act must keep such permanent 
records as will provide the following information 

1 ° f remunera tion payable to em 

»eoaratelv Th ( . to “ owmR amounts must be shown 
executed total remuneration payable for 

TeT) lb) th?r, ! empl0ymmt "»t covers by the 

performed outs.de th^UnStat, waTS 

taxable remuneration paylwc (c) thet0tal 

2 The amount of contnbulions naid , n t n . 

ment funds The followmg ° T"? 7 

separately (a) the contnbutioi m * 8h0 ™, 

(b) the contributions of the cm^lo ecs Cmp,oyerand 

3 The information required on the , 

the total tax liability Prescribed return and 


The record in Illustration No 65 uhoa 
qmred m reportmg uages paid In add tion t ° form 
ords an individual record must be kent . . Euc b rec 

* or Ca <* employee 
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2. The pay-roll period, the time worked, the regular earn- 
ings, and the excess earnings for overtime. In this par- 
ticular illustration it is assumed that employees are paid 
twice each month. There are consequently twenty-four 
lines so that an entry can be made for each of the 
twenty-four paydays during the year. At the end ot 
each quarter, there is a line provided to record quar- 
terly totals 

3. All deductions for the employee’s income tax, state 
unemployment compensation, and group insurance If 
other deductions are made besides the ones listed, 
additional columns could be included m the record. 

4. The net amount paid to the employee, including the 
number of the check that was used in making pay- 
ment. 

5 The taxable earnings under the various titles of the 
Social Security Act. 

6 The totals at the end of each quarter and at the end 
of the year This information facilitates the prepara- 
tion of quarterly and annual reports. 

Every employer must furnish to each of his employees 
a written statement or statements showing the wages paid 
to the employee during the year. Each statement must be 
suitable for permanent retention. It may cover one, two. 
three, or four quarters of the year. Each statement must 
be furnished to the employee not later than the last day 
of the second calendar month following the period covered 
by the statement Each statement should be retamed as & 
permanent record hy the employee. 



Illustration No C6 — Record of Employee’s Earnings 
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SELF-CHECKING STUDY QUESTIONS 
(Chapter VIII) 

PiU in the answers to the following questions in the space 
provided after each question Read carefully the instructions 
for each group of questions before writing your answers If you 
are doubtful about an answer, reread the chapter until you find 
the correct answer then compare your answers with those on 
page 300 of this book Refer to the printed answers only after 
you have made a serious effort to answer all questions for 
otherwise the questions will not be of greatest value to you If 
you have any incorrect answers reread the part of th.e chapter 
m which those questions are discussed 


True-False Questions 

Directions After each statement below that is true, draw a 
line under “true" After each statement that is false draw a 
une under ' false " The first statement is given as a sample 
0 Bookkeeping records should provide information 

a3 to the kinds and values of assets true false 


1. Bookkeeping records should provide information 
as to the amount of merchandise purchased 

2 Single entry bookkeeping records provide the best 
proof of the correctness of records 

3 A profit and loss statement may be prepared 
every month 

4. If the cost of goods sold is 80 per cent of net 
sales, it is more favorable than if it were 75 per 
cent 

5 A subsidiary report of accounts receivable is one 
that shows more detailed information than is 
shown an the balance sheet 

6 In a retail store the cash register may be used as 
an important source of bookkeeping information 

7 It is necessary to record some bookkeeping in 
formation daily even though the owner of a small 
business may have a bookkeeper prepare records 
monthly 

8 The ratio of current assets to current debts is 
computed by dividing the amount of cash into 
the amount of accounts payable 

9 Depreciation is the term which refers to a loss 
by fire 

10 Every employer must keep a detailed record of 
the amount paid to each employee 


true false 
true false 
true false 

true false 

true false 
true false 

true false 

true false 
true false 
true false 
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Multiple Choice Questions 

Directions Place in the parentheses at the right of each of 
the following statements the letter that represents the word or 
group of words correctly completing the statement The first is 
given as a sample 

0 The accepted standard type of bookkeeping record is 

(a) single entry (b) double entry (c) triple entry (b) 

11 Sales should bo recorded or tabulated (a) monthly 

(b) daily (c) weekly ( ) 

12 Cash received on account should be recorded or tabu 

lated (a) monthly (b) dally (c) weekly ( ) 

13 Operating expenses include (a) cost of merchandise 

(b) purchases (c) rent ( ) 

14 A balance sheet shows (a) assets and liabilities (b) 

income and expense (c) purchases ( ) 

15 The best ratio of current assets to current liabilities 

is (a) 2 to 1 (b) 3 to 1 (c) 1 to 2 ( ) 

16 Depreciation is an (a) expense (b) asset (c) profit ( ) 

17 A reasonable net proft (earnings or net operating 
profit) for a successful grocery store Is (a) 6 per cent 

(b) 10 per cent (c) 3 per cent ( ) 

18 The retail store that is 1 kely to have the greatest gross 

margin of profit is (a) a hardware store (b) a meat 
store (c) a grocery store ( ) 

19 Records that should especially be kept In a fireproof 
place are (a) letters (b) purchase invoices (c) notes ( ) 

20 Reasonable total net earnings of a profitable hard 
ware store would be (a) 6 per cent (b) 10 per cent, 

(c) 15 per cent ( ) 

PRACTICAL PROBLEMS 
(Chapter VIII) 

Complete the following problems If you arc doubtful about 
decisions reread the chapter After you have completed the 
exercises you will find suggested solutions on pages 304 305 
and 306 of this book If your answers do not follow the sug 
gested solutions restudy your text then write your answers 
again 

8A Mr J A Watkins who operates a grocery store reports the 
following income and expenses for the year 
Total sales $2815034 Supplies used $9045 

Cost of goods sold $21 654 80 Office expense $33 15 

Salaries and wages $3 OOO Telephone and telegraph 

Advertising $15610 service $41 

Donations $123 05 



CHAPTER IX 


BUDGETING IN BUSINESS 

Purpose of the Chapter It is unwise and unprofitable to 
purchase or to produce more goods than can be sold within 
a reasonable time To do so results in tying up capital In 
planning purchases or production the manager of a busi 
ness must therefore take into consideration sales expect 
ancies On the other hand it is unwise to sell goods m 
excess of the possibilities of supply Loss may arise from 
the ill will created by disappointed customers Sales pur 
chases and production must therefore be correlated An 
additional problem is the providing of capital and cash at 
the proper time to prevent unnecessary borrowing This 
chapter will attempt to answer such questions as the 
following 

1 What procedure should be followed in preparing a 
budget’ 

2 How is a budget used in controlling a business’ 

3 What is a good cash budget’ 

4 Why is it necessary to make adjustments in the 
budget’ 

Need for Budgeting In its simplest form a budget is an 
estimate of sales expenses purchases and cash In other 
words it means financial planning Some people have the 
impression that because a business is small there is no need 
for budgeting because the manager or owner can keep 
everything in his head Some businesses are so large that 
it is absolutely necessary to prepare a detailed budget and 
follow it carefully In a small business it is equally as im 
portant but the problem is much simpler than in a large 
business In a large business there are usually several 
executives who contribute to the preparation of the budget 
but m a small business it is usually prepared by one man 
who is either the owner or the bookkeeper The prepara 
tion of a budget will tend to prevent overbuying and spend 
182 
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ing too much monej , it will help to anticipate u hen there 
maj be a shortage of cash and a necessity for borrowing 
In general, it enables the owner to look ahead and plan for 
the future 

Procedures in Budgeting. The actual procedures in budg 
eting will depend on the type of business For a retail store 
the process is principally one of budgeting sales, expenses, 
purchases, and cash, but for other t\ pes of businesses it is 
more complicated. The following is the relative order of 
procedure for preparmg a complete budget including a de- 
partmentalized business 

1 The estimate of sales is based upon past experience 
and future expectations As will be explained later, 
there is more than one method of making this estimate 

2 The advertising budget is based upon the expected 
sales and the amount that can be afforded in pro 
moting new products and in opening new territories 

3 If the business is a manufacturing one, the production 
plans should be based upon the expected sales of the 
individual products It is therefore necessary to take 
mto consideration the production capacity and the 


eqmpment needed. 

4 The purchasing requirements are based upon expected 
sales and production Purchases must be made far 
enough m advance to allow time for production It is 
therefore necessary to be familiar with e imes o 
the vear when the sales are greatest. 

5 In some manufacturing businesses it is necessaiy o 

anticipate the labor requirements The budge 

must therefore be based upon the production reqmre- 
ments (This is especially true when labor ^scarce) 

6 The budget of administrate e costs office ■ 

the cost of supplies must be based upon all the pre 
viously mentioned factors 

7. The mass budget is made up after all the precedm. 

• SSssi 
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what cash balance he can expect at any partic ular 
time Such a budget is necessary to anticipate bor- 
rowing 

An anal} sis of the preceding procedure will show that 
most of the individual budgets rest upon sales At some 
tunes howe\er m some types of businesses either the pro 
duction capacity or the financial capacity must be deter 
mined first The sales and all other estimates are then 
based upon this budget. 

It can also be seen that the traffic manager, the office 
manager the employment manager, and the engineer m a 
large production plant must be acquainted with all the 
individual budgets because their departments are affected 
y t e budget requirements The small businessman, obvi 
ous y wi not have such a detailed budget as that described 
previous y He will m all cases however, be concerned with 
budgeting sales purchases expenses and cash 
Control Through Budgeting Accounting records of some 
OTT 17 ~ 0rii<,r to P™"* the information 
mg B ' CaUS0 0f ,h0 tnamees ret, 

l "^‘ 2aUon bud S el ’”S has become ea- 
tremely important A study conducted by the United States 

££^12““ fact th at™ tores ^hat 

budget their financial operations , 

stores that do not budget V 

cessful are those that (a) h7eo d„„b l , “l" "T* 
records, (b) hare their account audited £ bookkeepm f 
accountant (c) take «„ 

than once a >car, and (d) operate unrU> erchandise more 
Illustration No 67 shZTZl 
Brooks prepared after the close of hisbusJL?* ^ S 
His budgeting process consisted in (a) tabula ° n *? Un f 30 
from his statement of profit and loss (b> r mff thC ltcms 
centages on the basis of the total sales f c l ° mputin S 1*^* 
experience with the experiences of other h * 3 

the standard percentages of a large gTQ^, ^ by ,V Smff 
(d) estimating for the next six months each It othe ^ 
statement of profit and loss on the basis of hi., on t " c 
,ua Past expen 
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ence and his plans for the future, and (e) calculating the 
percentages of his estimates to see how his budget com- 
pared with standard conditions After computing his esti- 
mated percentages, he might have found one of his figures 
to be considerably out of line with his previous experience 
or with the standard percentage He would then have 
deemed it advisable to revise the budget m this respect and 
to try to operate within the new limit 
The operations of the business should be checked penodi- 
cally, preferably monthly but in some cases weekly, to 
determine whether the business is making a profit and 


H J BROOKS 

Budget for Sec Months Ending December 31 194 — - 



Illustration No G7 — An Income and Expense Budget 
whether the budget is being followed If the budget is not 
being followed closely enough to ensure a profit, it may be 
necessary to reduce some items of expense or to find new 
ways of promoting business 

Control of Expenses After a businessman has a suf- 
Scient amount of mcome available to operate his business 
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successfully, he must next control his expenses actively and 
carefully Financial statements, ratio analyses, and charts 
will help him to do so, but it may be helpful for him to 
compare hvs figures with those of other businessmen 
The information in the following table was compiled by 
the United States Department of Commerce to show the 
average percentages for various types of expenses incurred 
by retail stores of several kinds For instance, this study 
discloses that the rent of grocery stores averages 2 7 per 
cent of the net sales of such stores 



Illustration Wo CS- Average Percentage, /or Various Expense, 


Figures such as these can be obtained for practically 
e\ery type of business and should be used for comparison 
In addition other tahtes can be obtained from such sources 
as the National Cash Register Company, the Harvard 
Bureau of Business Research, and various trade associa- 
tions 

Illustration No 69 is a table showing a comparison of 
the operating expenses the gross margin, and the net profit 





of various kinds of independent grocery stores The busi- 
nessman should compare such information with similar 
information gathered from his records 


S al aries and wages (including the 
owner’s) 

Advertising 

Donations 

Supplies 

Office expense 

Telephone and telegraph 

Delivery 

Taxes and insurance 
Rent 

Heat, light and water 
Loss on bad accounts 
Interest paid 
Repairs and depreciation 
All other expenses 

TOTAL OPERATING EXPENSES 
GROSS MARGIN 
NETT PROFIT 


Illustration No 69— A Comparison of Operating Expenses and 
Profits of Independent Grocers 

Sales Budget. The sales budget is strictly a forecast of 
the sales for a month, a few months, or a year Estimate 
sales may be computed on the basis of sales territories, 
salesmen, branch offices, departments, or particular com- 
modities Sometimes independent estimates are made on 
all these bases, and, after some compromises, a final sales 
budget is compiled Sometimes sales estimates are prepared 
with the idea of developing sales quotas for salesmen an 
territories These estimates provide a goal for the sales 
department, as well as a basis for preparing the merch 
dising, purchasing, and other operating u Sf 

nijkratmn No 70 shows sales estunates determmedm 
three different ways for the same company As «he three 
spt<? of estimated figures are not the same, someone must 
be responsible for combining them into one satisfactory 
estimate that can be followed 
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Budget Based on Analysis or Salesmen 



SJrt I93*-33 

buiiuiin <0 


R J Mason 

5 17.S36 

5 19,000 


T L. Wilson 

17,4» 

18,000 


J H Lancey 

23,562 

22,000 


M O Bums 

22,147 

22,000 


F R Jacobs 

21,349 

22,000 


J O Kinsey 

20,418 

20,000 


Total 

5122,731 

5123 000 


Budget Based on Analysis of Departments 

1 PreirtHimU 


CMiMoisn i# 


1 Department A 

* 36,142 

5 40,000 


[ Department B 

23,456 

25,000 


Department C 

63.133 

66.000 



5122.731 

5131,000 




bln ItJK *9 


III 

Electric Ranees . 

5 32,142 

J 34 000 


Electric Beaters 

10,116 

10.000 


Fleetrtc Fans . 

0 463 

9,000 


Electric Damps 

10.163 

10,000 


Electric Refrigerators 

60 342 

65000 


ToUl 

1122731 

3123000 






/H«jf ratio* .Vo 10 — Three Ways cf Budgeting 8alta 
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Factors That Influence the Sales Estimate. Numerous 
factors influence the making of the sales estimate General 
business conditions have an important bearing, although 
one concern may enjoy good busmess while another, at the 
same tune and under the same economic trend, may suffer 
a decline m busmess If a good harvest and favorable 
pnces for the produce are anticipated in a certain section, 
there should be good prospects for selling farm machinery 
in that section A retail store located m such an area should 
expect good busmess A flood or a drought may affect 
certain busmesses adversely but others favorably These 
are examples of some of the influences that should guide 
one m making a sales estimate 


Merchandising and Purchasing Budgets. The merchan- 
dising and purchasing budgets, which are prepared after 
the sales budget, must be closely correlated The kinds of 
stock to have on hand and the time when they should be 
available are determined Maximum and minimum supplies 
are established Purchases are planned, and information is 
passed on to the financial department so that the financial 
requirements can be estimated Sources of supply are 
checked, and delivery dates are scheduled The production 
department and the receiving department are notified 
Requisitions and orders are tentatively planned Orders are 
sometimes placed m advance, subject to cancellation later, 
or minimum orders are placed, subject to increase a er 


Advertising Budget. Advertising should be kept within 
some reasonable bounds, for it is a fallacy that sa es wi 
always be in direct proportion to advertising n ° 
words, if the estimated sales are pretty we * 

would be unwise to spend an unusual amoun ^ v 

mg Such a plan might result m a loss On the other hand, 

a special advertising campaign, proper y pa ' 
increase the sales of a certain product, an 
budget would consequently have an mft 

together Likewise the pe: hiou ,n . icharg ^ ^ 
be aware of the plans for ad\eru g 
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those expenses and to have the necessary cash at the 
proper time Illustration No 71 shows an advertising 
budget based upon estimated sales 
Cash Budget. Budgetmg cash is sometimes referred to 
as providing working capital Working capital comes from 
either or both of two sources (a) from the income of the 
busmess or (b) from borrowing When money is borrowed 
it must eventually be paid back In the cash budget there- 
fore, borrowed money should be included as a special item 
under receipts When it is to be repaid, it should be 
included in the cash budget under disbursements 

The form in Illustration No 72 was prepared as a result 
of a survey made by the Metropolitan Life Insurance Com 
pany It may be used for the cash forecast or budget of 
a small business This type of budget, however, should be 
prepared by every busmess regardless of size It should 
show the anticipated necessity of borrowing and the possi 
bilities of repaying borrowed money For instance, it is 
possible for a business to make plenty of profit but at some 
particular time during the year the busmess may not hare 
enough cash for its operations and may therefore ha\e to 
borrow 


Administering the Budget. After having budgeted sales 
purchases, and the other items indicated above, it is rela 
lively simple to estimate the profit or the loss If a 10 s3 ** 
indicated the manager should review the expenses to deter 
mine what can be done to reduce them If such economies 


are not apparent and the forecasted sales volume appears 
as high as it can be conservatively anticipated, he will have 
to consider drastic adjustments, such as a reduction o 
rent, the elimination of part of the personnel, or the elim> 


nation of certain purchases 
Economies can be effected by budgeting the inventories 
carefully to avoid the buying of unnecessary new rne ^“^ 
dise and the carrying of an excess quantity of old 1 c 
The careful control of the mventones will conserve the 
supply Purchasing should be checked carefully wi 


inventories to avoid unnecessary expenditures 




Illustration No 7 1 — An Advertising Budget Based 
upon Estimated Bales 


CASn FORECAST 

3 months beginning' April 1 


Cash on hand at beginning of 
month 
Receipts 

Collections from accounts 
receivable 

Other receipts I _ 

Total receipts 

Total Cash Available 

Disbursements 
Pay roll 

Production materials 
Supplies and expenses 
Construction and plant 
additions 

Other disbursements (re 

payment of loan etc ) 

Total disbursements 

Estimated cash at end of month 


$ 2 325 $ 1,425 
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Adjusting the Budget No budget or quota can be fol 
lowed exactly One must remember that a budget is an 
estimate and that it therefore cannot be exact. It is merely 
a guess of what may happen If the sales increase more 
than was anticipated all elements of the budget can be 
adjusted particularly purchasing If the sales decrease 
more than was anticipated economies must be put into 
effect before it is too late The possibility of looking ahead 
prevents senous losses Watching the budget carefully 
enables one to make adjustments before it is too late 


SELF-CHECKING STUDY QUESTIONS 
(Chapter IX) 

Fill in the answers to the following questions in the space 
provided after each question. Read carefully the instructions 
for each group of questions before writing your answers If you 
are doubtful about an answer reread the chapter until you find 
the correct answer then compare your answers with those on 
page 300 of this book. Refer to the printed answers only after 
you have made a serious effort to answer all questions for other 
wise the questions will not be of greatest value to you If you 
have any incorrect answers reread the part of the chapter in 
which those questions are discussed 


True False Questions 

Directions After each statement below that is true draw a 
line under true After each statement that is false draw a 
line under false The first statement is given as a sample 


0 In a small busmess the owner or manager pre- 
pares the entire budget true false 

1 The most important item in the budget is pur 

chases true false 

2 If there is a bad drought in the area served by a 
feed store the store can expect a decrease in bus! 

ness true ialse 


3 

4 

5 


Sales may be partially estimated on the basis of 
past sales 

After a budget has been set ft shoufd be followed 
exactly foy a year 
A sales budget Is a forecast of sales 


true false 

true false 
true false 
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6 If sales decrease below expectations 
should be increased 


purchases 

true false 


7 In a small business budgeting includes estimating 
sales expenses purchases, and cash 

8 A decrease in sales may require an increase in 
production 

9 Advertising may influence the sales budget 

10 Periodical financial reports am necessary to good 
budgeting 


true false 

true false 
true false 

true false 


Multiple-Choice Questions 

Directions Place in the parentheses at the right of each of 
the following statements the letter that represents the word cr 
group of words correctly completing the statement. The first is 
given as a sample 

0 Budgeting means (a) planning operations by estimat 
mg income and expenditures, (b) speculation, (c) the 
cash expenditures of a business ( a ) 

U The first step in a budget is usually to (a) estimate 

cash, (b) estimate sales, (c) estimate labor ( ) 

12 The thin g most likely to affect a sales budget of a 

farm machinery dealer in a farm community is (a) 
factory production, (b) other retail sales in the com 
mumty, (c) crop conditions ( ) 

13 Advertising is most likely to be estimated primarily 
on the basi3 of (a) sales, (b) production (c> avail 

able newspaper space ( ' 

14 A cash budget (a) shows the cash on hand at a par 
ticular time (b) predicts the cash balance In advance, 

(c) shows past cash expenditures ( ' 

15 A purchasing budget is meet likely to 1 c haecd on (a) 
sales and production (b) cvh in the lank account, 

(c) warehouse space 1 
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PRACTICAL PROBLEMS 
{Chapter IX) 

Complete the following problems. If you are doubtful about 
decisions, reread the chapter. After you have completed the 
exercises you will find suggested solutions on pages 306 and 307 
of this book. If your answers do not follow the suggested solu- 
tions, restudy your text, then write your answers again. 

OA. Refer to the figures In the first column of Illustration No. 67 
on page 185 Using these figures as a basis, prepare a budget 
for Mr. Brooks for the six months ending June 30. Assume 
that his expected sales for the six months arc $21,000, the 
cost of merchandise sold will remain 76 8 per cent of the 
sales, the supplies used will be .3 per cent of the sales, and 
the loss from bad debts will be 1 1 per cent of the sales, but 
that all the other expenses will be exactly as they w ere dur- 
ing the past six months. (Disregard the figures In the fourth 
column of the illustration ) Indicate for each item its esti- 
mated percentage of sales. 

OB. Draw a form for a cash budget like that shown in Illustra- 
tion No 72 on page 191. Starting with the balance at the 
end of June, enter the budgeted figures for July, August, 
and September, assuming that the receipts and the disburse- 
ments for July will be the same as thosd for June, but the 
receipts and the disbursements for August and for Septem- 
ber will be 10 per cent less than those for June, 

9C. Refer to the three budgets on page 188 showing sales esti- 
mated on the bases of salesmen, departments, and products 
Assume that the estimated sales of products are considered 
correct and that these figures are based upon the retail 
prices How much cash must be available for purchases If 
the wholesale purchase prices of these items arc 70 per cent 
of the retail prices and the following is the schedule of pur- 
chases for the year 7 

Electric Ranges one fourth Jn January, one 
fourth In August, one fourth In September, one 
fourth In December 

Electric Heaters one fourth In January, one 
fourth In October, one fourth In November, one 
fourth In December 

Electric Fans one half In May, one fourth In 
June, one fourth In July 

Electric Damps one fourth In January, one 
fourth In May. one fourth In September, one 
fourth tn December 

Electric Refrigerators- one fourth In May, one 
fourth In July, one half in December 
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CORRESPONDENCE AND DISCUSSION PROBLEMS 
{Chapters YU, VIII, and IXJ 

If you are a regularly enrolled student in the United States 
Armed Forces Institute you are entitled to the assistance from 
an instructor by correspondence if you wish such assistance 
These problems are for that purpose However y ou are not obli 
gated to send in these assignments If you want suggestions on 
your work write out your answers to these assignments and 
send them to the United States Armed Forces Institute as m 
s true ted on page v of this book. 

If you are working in a class under an instructor the assign 
ments may be used for discussion or for written outside work 

1 Why is the risk of style changes so important in a business 
selling womens clothing’ 

2 Explain the differences in ownership between the mutual 
insurance company and the stock insurance company 

3 Is there any advantage in carrying fire insurance for a 
greater amount than the actual \alue of the property’ 

4 Under a coinsurance fire insurance clause why are the rates 
per thousand dollars of insurance lower than they are under 
ordinary insurance ’ 

5 Why is business interruption insurance a desirable form of 
insurance for some businesses’ 

6 What does a profit and loss statement show’ 

7 What does a balance sheet show 7 

8 What is meant by the term depreciation 7 Is there any dif 
ference between depreciation and obsolescence or made 
quacy 7 

9 What types of businesses must file Federal income tax re 
turns’ 

30 Why is the cash budget so important from the point of new 
of the treasurer of a company 7 

11 Why is budgeting considered such an important factor in 
management ’ 

12 Let us assume that two months after a budget was estab 
hsbed a checkup on the budget shows that the actual sales 
are 20 per cent less than those which were anticipated What 
would you recommend to the manager of this business’ 



CHAPTER X 

BANKING AND FINANCIAL PROBLEMS 

l*orpose of the Chapter E\ery businessman large or 
small must establish, some banking relationship This 
relationship usually involves the safekeeping of deposits 
the handling of a checking account, and the borrowing of 
money No attempt is made in this chapter to discuss the 
details of writing checks and handling other minor transac 
tiona but an attempt is made Jo answer many questions 
some of which are as follows 

1 What are the factors that determine the selection of 
a bank* 

2 What kind of financial advice can be obtained from a 
bank* 

3 Upon what bases are loans made by banks* 

4 What are the different ways in which money can be 
borrowed* 

5 Does the bank or the depositor suffer a loss If a bad 
check is presented for collection* 

Selecting a Bank. Comenience in banking facilities is 
important, although safety should not be sacrificed to 
convenience When deposits are guaranteed one bank is 
essentially as safe as another There are however ways 
of determining the safety and conservativeness of a bank 
The most common means is through an analysis of the 
bank s financial statements The ratio of cash and go\cm 
ment bonds to the deposits in one bank may be compared 
with the same ratio for another bank The bank that has 
the higher ratio is essentially the safer and more conscrva 
tive bank 

Even though the deposits of a bank may be insured in 
some way a person should not be relieved from the re- 
sponsibility of selecting a bank that meets his requirements 
He should not trust to luck or depend entirely on convca 
19G 
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aence of location Integrity is the important factor to be 
considered in choosing a bank He should therefore choose 
a bank that is sound, that has officers who are known for 
their honesty and that, above all, meets his needs If he 
utilises normal banking facilities, it is important for him 
to deal with bankers whom he can consult confidentially 
and who will give honest advice 

Deposit Insurance. In spite of some unfortunate occur 
rences during periods of economic depression, the majority 
of banks are safe and sound Most banks now are insured 
by The Federal Deposit Insurance Corporation Each de 
positor m a bank that carries this insurance is protected 
from loss to the extent of $5 000 The fact that most banks 
now carry this insurance discourages depositors from with 
drawing their funds in a panic The insurance therefore 
serves as a stabilizing influence 


DEPOSITS INSURED 

The Federal Deposit Insurance Corporation ] 

WASHINGTON, D. C. 

$5000 FOR 1 EACH 'dIpOSITOR $5000 


JltuslraUon No 73 — A Sign Announcing That a 
Deposits Are Insured 


Size and Type of Bank. In some communities there is an 
advantage in placing an account m a small bank because 
the officers and the personnel of such a bank learn to know 
each customer and appreciate his business The ad\ antages 
of a small bank, however, are sometimes offset by those of 
a larger bank Dealings with a large bank may be imper- 
sonal, but such a bank can offer facilities that are not 
otherwise available Small banks may not be able to make 
a loan under a favorable rate or may not be able to make 
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as large a loan as is desired The businessman who has 
many dealings in other cities may find the larger bank more 
efficient because it may have better connections in those 
cities and can therefore handle transactions more con* 
vemently 

Federal Itesene Regulations. State and Federal laws 
limit banks, according to their classification, m the types 
of loans that can be made State banks are governed by 
the laws of their respective states Members of the Federal 
Reserve System are governed by the following restrictions 

1 The Federal Reserve Board has power to fix the per- 
centage of loans that the banks in any Federal resene 
district can make with bonds and stocks as collateral 
No member of the Federal Reserve System may, how- 
ever, lend to any person or business an amount in 
excess of 10 per cent of its capital and surplus 

2. Member banks may make loans secured by staple agri- 
cultural products, goods, wares, or merchandise. 

3 Loans secured by direct obligations of the United 
States, such as Government notes or bonds, may be 
made to individuals, partnerships, or corporations 

4 No member bank is permitted to lend money to on 
affiliated organization or to individuals in an affiliated 
organization For instance, a bank may hold the con- 
trolling interest in an investment company, but the 
bank is not permitted to lend money to this affiliated 
organization or to individuals m that organization It 
may not accept securities of an affiliated organization 
as collateral for a loan if the loan exceeds 10 per cent 
of its capital and surplus 

5 Loans can he made on iroproied real estate, including 
improved farm land Such a loan must not, however, 
exceed 50 per cent of the actual \alue of the real 
estate offered for security and must not extend for a 
period greater than five years Only a limited amount 
of the funds of a member bank may be used for loans 
on real estate 



cb 10] 


199 


Financial Advice The best place to seek financial advice 
and to obtain loans is always the banking institution with 
which contacts have already been established If credit 
relations have been established with the bank the obtaining 
of a loan should be simple Most bankers will give advice 
to those who apply for credit 
A wise banker wall not make a loan to anyone if he 
believes that the loan, cannot be repaid or if he thinks that 
the repayment of the loan will place an undesirable hard 
ship upon the borrower Regardless of the character of 
the borrower or the security that has been pledged to the 
bank the making of a loan in such a case may result in 
financial disaster The businessman should therefore con 
sider carefully any necessity for a loan 
Types of Loans A loan may be classified according to 
the basis on which it is made It may be based (a) on 
confidence (b) on security or (c) on the indorsement of 
another person If the conditions for a loan seem unusually 
favorable the banker may not require security but will rely 
upon the borrower s character and capacity to pay Con 
servative commercial banks however usually require secur 
ity in some form of property In other words this property 
is pledged to the bank as a guarantee that the loan will be 
repaid according to the agreement This property can be 
taken over and sold by the bank to protect itself in case 
the borrower cannot pay the loan when it is due In a sense 
an indorsement is a form of security If a person indorses 
a note m order to aid a borrower in obtaining money the 
indorser is held responsible for the payment of the note in 
case the borrower is unable to pay 
Commercial Loans Warehouse receipts and mortgages 
on real property are common forms of security For in 
stance a person who wishes to borrow from a bank may 
have placed one thousand bushels of wheat in a gram 
elevator If he has receipts for this wheat he may turn 
these receipts over to the bank thus transferring to the 
bank the right of ownership to the wheat m ca=se he does 
not pay his loan when it becomes due Likewise a person 
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TO uj! ration JTo — The First Page of an Application for a Loan 

maj borrow money on real estate and grant a mortgage 
that gives the lender the right to take possession of the 
real estate if the loan is not paid 

Borrowing on Bonds and Stocks. Bonds and stocks arc 
frequent!} used as security for loans When stocks or bonds 
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are pledged as security the loan is commonly spoken of as 
a collateral loan In other words the bonds and stocks 
serve as the collateral 

Any stock or bond that has a value can usually be used 
as collateral Some banks prefer stocks and bonds that are 
listed on recognised exchanges because such bonds and 
stocks can be marketed easily if they must he sold to pay 
the loan A bank will ordinarily lend about 50 per cent of 
the value of a good stock or a good bond Suppose for 
example that a loan of $200 is required for three months 
and that the bank charges 6 per cent interest Good bonds 
or stocks with a market value of approximately $400 may 
be used as security In making the loan the bank will 
deduct the interest in advance as follows 


Amount to be paid to bank in three months $200 00 
Six per cent interest deducted in advance 3 oo 

Amount of cash given to borrower $197 00 



illustration No 75 — An Ordinary JTote 


In this example the interest charge is actually more than 
6 per cent, for $3 is being charged for the use of $197 for 
three months If the loan is not repaid in three months, 
the bank has the privilege of selling the securities to obtain 
the $200 Suppose that at the end of three months this 
loan has not been repaid It may be possible for the bor- 
rower to have the loan renewed by paying $3 interest in 
adiance and by signing a new note to take the place of the 
old one Or he may pay $100 and sign a new note for $100 
after paying $1 50 interest in advance on the new loan 




202 


[ch 10 


If the securities are sold to protect the bank, more 

" " "li'SESSA S5 

end of the three m0 " th ® f ' d ]oM If the securities 
person who ohtnhicd 

the loan still owes the bank 5dt> 

r Policies. Most insurance policies 

Borrowing on Insure value These values are 

have a cash value ■»***“ 2JL ^ be used as the 
usually the same An S^6 per cent interest The 

basis of company as security. 

3ws 

insurance company 

Kates Interest rates vary according to the states 

a fifths Oftodms institutions Statutes In most 
“ d . th the interest rates of such lnst.tnt.ons as 

Eti>t hons and loan associations The state banking laws 
P! TJhc rules of the Federal Reserve System gm era largely 
and the ^ of ba nks although the demand for and 

the Supply of money have much influence on the interest 

state there Is a Icja! rate and a contract 
In i i»««l In the absence of any agreement as to the 
ra fc of n bank may charge the legal rate A special 
interest re . ma de to permit a hank to charge the 

ogwement may ^c^ ltmltcd in most Bta tes 
contract ret - shows the maximum interest rates 

Illustration an( j territories These rates arc dctcr- 

of the vanmis changed from time to time If an 
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individual wants to know the maximum rates in his state, 
he should consult the latest law on this subject 
Computing Interest. When a short-term loan is obtained 
from a banking institution, the interest is usually deducted 
in advance The amount that is credited to the borrower’s 
account is therefore the amount of the loan less the interest 
charged For example, an a loan of $5,000 for ninety days 
at 6 per cent interest, there would be a deduction of $75. 
The borrower would therefore have $4,925 credited to his 
account or would receive that amount in the form of a 
check 


Paying a Loan. Bankers have found that borrowers will 
pay long-time obligations with less difficulty if some pro- 



ITlustration Ho 76 — Legal and Contract Rates of Interest 


i When any rate Is permitted for contracts, there usually Is a limit 
on a small loan of approximately 5300 or less, although this limit may 
bo as high as 3 per cent a month. 

a When a loan is unsecured by collateral, the contract rate may 
be 12 per cent 

a When the amount Is more than $3 000. the maximum contract 
rate is 8 per cent. 




vision is made for paying off the loan at intervals instead 
of m one amount at the expiration of the loan period If 
the average borrower is given the privilege of waiting until 
a specified date to pay the entire amount, he may carelessly 
or intentionally utilize his income for other purposes and 
not have available the proper amount of money when the 
loan becomes due The property that was given as security 
may by this time have depreciated so much that the bank 
will not have adequate protection on its loan 

Some borrowers have a tendency to borrow money with- 
out giving specific thought as to when and haw it can be 
repaid They assume that, if they cannot repay a loan when 
it becomes due, they may renew* it and continue to pay the 
interest without making payments on the principal Bor- 
rowing without a definite intention and specific plan of 
paying off the principal is a dangerous practice for both 
the borrower and the lender It will eventually result in 
catastrophe for those involved. The borrower will be forced 
into bankruptcy, the banker will be unable to collect the 
debt and may consequently be unable to pay his de- 
positors 

Cost of Operating a Checking Account. Obviously, the 
service provided by a checking account costs money, for It 
must be remembered that the bank not only provides a 
place of safekeeping for the depositor's money but also is 
responsible for all the bookkeeping necessary in keeping 
the records up to date Furthermore, as the checking ac- 
count provides a convenient means of making payments to 
other persons and to business concerns, the bank must use 
the services of a local clearinghouse and of clearinghouses 
In other parts of the country Because the bank has to pay 
expenses incurred in rendering all these services, it must 
cam something from the checking accounts. Consequently, 
in most communities there is a charge for small accounts 
As the size of these accounts vanes the tendency is to base 
the charge upon the actual cost of operating such an 
account. In states in which there is a tax on deposits and 
on checks, the bank may or may not pay the tax. If it pays 
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the tax, it must realize enough profit from the accounts to 
compensate for the tax as well as for other expenses 
involved 

The clearinghouse associations in various cities and the 
mtiividual banks set up charges for the handling of check- 
ing accounts The following are examples of the charges 
made m one large city under a uniform plan established by 
the clearinghouse 

Analysis Formula for 
Accounts u,ith Balances of Less than $500 
For accounts with balances of less than $500, a simple 
form of analysis has been adopted so that each customer 
can readily determine for himself, on the basis of the 
balance he maintains, the charge if any, on his account 
The analysis is applied as follows 

1 Average balances 

Less than $100 Charge is $1 a month allowance, 15 
items 

$100 to $199 Charge is based on the cost of activity 
$200 to $299 Charge is based on the cost of activity, 
5 items without charge 

$300 to $399 Charge is based on the cost of activity, 
10 items without charge 

$400 to $499 Charge is based on the cost of activity, 
15 items without charge 

2 Items m excess of the number permitted without 
charge are to be charged for at the rate of 3 cents 
each, but no charge is to be recorded unless it amounts 
to at least 15 cents 

Analysis Formula for 
Accounts wth Balances over $ 500 
A detailed analysis is used on accounts in this classifica 
tion to determine the charges for maintaining them The 
accounts are analyzed monthly as follows 
1 From the average daily ledger balance for the calendar 
month, a deduction is made to take care of the aver- 
age daily amount of float (deposited items that are in 
the course of collection) for the period under analysis 
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2 On the net balance thus determined, a service credit 
of $150 a thousand dollars per month is allowed. 
(This is the equivalent of 2 4 per cent a jear less 25 
per cent to cover legal, cash, and bank reserves } 

3 The cost of operating the account and of other services 
is charged against the service credit according to the 
follow mg schedule 

(a) On debits to the account the following charges are 
made 

First 400 items, 3 cents each. 

All items over 400 items, iy«> cents each 

(b) On credits to the account the following charge is 
made 

City and foreign deposited items, iy_ cents each. 

(c) A maintenance charge of 35 cents a month Is 
made on each account. 

(d) The cost of all other services rendered the deposi- 
tor during the period under analysis are made 
against the service charge, unless such cost has 
been charged directly to the customer’s account 
or has been paid in cash 

(e) When the deduction of float in any account cre- 
ates an overdraft in the net funds available for 
investment, an interest charge at 1 per cent above 
the customer's current lending rate is made 

4 When the service credit is insufficient to cover the 
cost of operation and of other services, a deficiency 
charge to cover the indicated loss on the account is 
made to the customer’s account at any time during the 
following month that the bank may consider conven- 
ient. The minimum charge so made is 15 cents a month 

Reconciliation of Bank Statements. Illustration No 77 
shows a typical bank statement. Not all banks use the sdme 
form, but they do use forms that are similar For instance, 
all statements have a column for indicating the amounts of 
checks that have been drawn, another column for indicating 
the amounts of deposits, and another column for Indicating 
the balance on particular daj*g of the month. 
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/Husfraflon No 77 — A Bank Statement 


Dank Statement Reconciliation 


checkbook 

Balance J 1,372 00 

Deduct charges 
Service charge 
made by bank 2 00 

$1,370 00 

Credits to be added 
Deposits made but 
not recorded in 
the checkbook 85 00 

Adjusted checkbook 

*•-* 31 <5500 


BASK STATEMENT 
Balance 31, COO 00 

Deduct checks out- 
standing 

#563 330 00 

#587 27^0 

#583 77X0 

#589 1000 14500 


Illustration No 78 —A Bank Dccondllatlon 
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the individual who is making payment Is not known In the 
part of the country to which the remittance is to be sent 
He may obtain the draft by purchasing it from a bank. 

For example, Mr. A, who lues in Dallas, wishes to make 
a payment of §2 000 in New York City As Mr A is not 
known m New York City, his personal check will not be 
accepted Mr A therefore buys from Bank X in Texas a 
draft that Bank X draws on Bank Y in New York When 
the draft is presented to Bank Y in New York, it is paid as 
any other check would be paid. . 

Cashier's Check. One may buy a cashier's check m some- 
what the same way as a person bujs a bank draft The 
cashier’s check is a check on the bank that issues it, pay- 
able to the person designated by the purchaser of the check. 
Banks also use cashier's checks to pay their own debts and 
expenses 

For example, Mr B’s personal check for $1,000 may 
not be acceptable. He therefore purchases from Bank X a 
cashier’s check made out to Mr C Mr B pays Bank X 
$1,000 plus a fee Mr B presents the check to Mr. C, who 
in turn presents it to Bank X for payment 

Collection Sen ice. Banks provide a collection service for 
such items as notes, drafts, trade acceptances, checks, and 
interest and principal on bonds For instance, when a note 
that he owns becomes due, a businessman may turn it over 
to his bank for collection He may also have his bank take 
care of the collection of drafts, trade acceptances, and 
checks that he holds The bank charges a fee for this serv- 
ice Charges for the collection of checks have been ex- 
plained previously 

Many bonds have on them coupons that are to be tom 
off and submitted for collection when interest on the bonds 
is due A bank will perform this collection service Like- 
wise, when the principal of a bond becomes due, the bank 
will act as the collecting agent Sometimes there Is no 
charge when such collections are made locally, but in most 
cases there is a charge Banks will also take care of the 
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which it is drawn, or because it was written by a dishonest 
person who does not have an account in the bank on which 
it was drawn. In either case there are laws in every state 
that make it possible to prosecute the person who has writ- 
ten the check. 

Ordinarily banks and business people are courteous and 
considerate whenever a person unknowingly writes a check 



intulralion No 8 1 — A Protest Form 


on an account in which there arc insufficient funds Both 
the person who drew the check and the person to whom the 
check was issued are notified Ordinarily no legal action is 
taken if the matter is cleared up satisfactorily On the 
other hand, if there is an apparent Intention of fraud, the 
person to whom the check was issued is usually respon- 
sible for starting any legal action 
When a check or any other negotiable instrument is pre- 
sented to a bank for payment but is not paid, it Is returned 
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to the one who submitted it Accompanying it is a form 
called a protest Such a form is shown in Illustration No 
81 The bank makes a charge for protesting payment It 
is therefore advisable to avoid submitting to a bank any 
item that probably cannot be collected It should be borne 
in mind that, when a bank accepts a check for deposit, it 
is acting only as the collecting agent until the check has 
been collected. If the bank cannot collect the check it de- 
ducts the amount from the account of the depositor 

Forgery and Alterations. It is illegal to forge another 
person s name In other words it is illegal for one to sign 
another person s name unless he has been authorized to do 
so and unless the substitute signature is recognized as ac- 
ceptable The changing of a signature is likewise illegal 
Furthermore, it is illegal to change the date the amount, 
or any other significant information on any legal instru- 
ment, such as a check or a note 

Let us assume for instance, that Mr H O Jackson re- 
ceives a check that has been issued to him in the name of 
“B O Jackson ” It would be illegal for him to correct the 
name by erasing the "B ’ and inserting an “H ” Mr Jack- 
son can, however, collect the check without any difficulty 
The proper procedure is for him to endorse the check, first, 
in the way it has been made out to him V B O Jackson”) 
and, second, with his correct signature (‘ H. O Jackson”) 

Depositing Checks Promptly. When a businessman ac- 
cepts checks in payment for merchandise or services those 
checks should be deposited promptly A person who re- 
ceives a check should not be negligent or cause unreason- 
able delay in presentmg it for collection In other words, a 
person w ho receiv es a check has the responsibility of cash- 
ing it reasonably promptly 

For instance, Mr A issues to Mr B a check drawn on 
Bank X. Mr. B dels}* thirty days m presentmg the check 
for payment In the meantime Bank X has been closed be- 
cause of some financial difficulty There is some legal ques- 
tion in this case as to whether Mr B can force Mr A to 
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make a new payment because, as a result of Mr. B’s negli- 
gence, the check was not presented for payment within a 
reasonable time On the other hand, if Mr B had not been 
negligent, Mr. A would probably be legally bound to make 
a new payment 

Collection Between Banks. When there are only a few 
banks in a city, the process of exchanging checks among 
them is simple Suppose, for example, that there are only 
two banks in a particular city Customers of Bank No 1 
make deposits during the day Some of the deposits are In 
cash, but many of them are in the form of checks. At the 
end of the day Bank No 1 has in its possession ten checks 
amounting to a total of one thousand dollars. These arc 
drawn on the funds of individual depositors in Bank No 2 
A messenger from Bank No 1 takes these checks to Bank 
No 2 After an in\estigation discloses that the depositors 
who wrote the checks ha\e enough money to pay them, 
Bank No 2 approves the checks, cancels them, and cither 
pays one thousand dollars in cash to Bank No 1 or gi\es 
credit for that amount to Bank No 1 If Bank No 2 fimb 
that any particular depositor does not have enough money 
to pay his check, the check is returned to Bank No I Bank 
No 2 follow’s the same procedure in connection w ith checks 
it has that are drawn on Bank No 3 The average collec- 
tions between the two banks will probably be about equal 
Variations will usually not be large 

In large cities a system such as this would be cumber- 
some, slow, and costly CTcartnj/ioiisca faa\e therefore 
been organized to facilitate collection between banks A 
clearinghouse represents an association of banks At a 
certain hour of each day clerks from alt the banks meet at 
the clearinghouse In most cities two clerks represent each 
bank. One clerk del« ers the checks that the bank received 
during the previous day and that are to be collected from 
other banks With the checks is a list showing the amount 
due from each bank and the total amount due on all the 
checks The second clerk receives from the other banks 
checks that are to be collected from his bank. 
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SELF-CHECKING STUOT QUESTIONS 
(Cfiapfer X) 

JHJ? H? “ 3 " rs t0 ‘ he '**« questions in the 
provided after each question. Itead carefully the Instructions 
for each group of questions before writing your answers. If you 
are doubtful about an answer reread the chapter Until jou find 
the correct answer then compare your answers with those on 
page 300 of this book Refer to the printed answers only after 
you h^ve made a serious effort to answer all questions for other 
wise the questions mi! not be of greatest value to jou If you 
have any incorrect answers reread the part of the chapter in 
which those questions are discussed 


True False Questions 

Directions After each statement below that is true draw a 
line under true After each statement that is false draw a 
line under false The first statement is given as a sample 

0 A service charge on checks is interest earned by 

the depositor true 

1 Any bank will meet the needs of a businessman true 

2 A depositor who has $8 000 in a bank that Is in 

eured by the Federal Deposit Insurance Corpora 
tion is protected from all loss should the bank 
fail true 

3 Banks are limited in the types of Joans that can 

be made true 

4 Banks which are members of the Federal reserve 
System are permitted to make loans on real estate true 

5 When a mortgage on real estate Is given as se- 
curity for a loan it is known as a collateral loan true 

6 In making a short term loan banks usually dc 

duct the interest in advance true false 

7 Most insurance companies will make a loan to the 

holder of a life Insurance policy true false 

8 In the absence of an agreement as to the Interest 
rate the legal rate of Interest may be demanded 

of the borrower fnie 

9 When getting a loan the borrower should have 

a specific plan for paying the debt true false 

10 Banks seldom make a charge for handling check 

Ins accounts <™ c 

11 A bank statement reconciliation fa made to ac 
count for the difference between the balance 


false 

falso 

false 

false 

false 

false 
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PRACTICAL PROBLEMS 
(Chapter X) 


Complete the following problems. If you arc doubtful about 
decisions, reread the chapter. After you have completed the 
exercises you will find suggested solutions on pages 307 and 30S 
of this book. If your answers do not follow the suggested solu- 
tions, rcstudy your text, then write your answers again. 

10A. On the basis of the analysis formula (page 205) for com- 
puting the service charge on checking accounts, consider 
the following facts: 

(a) The net aieragc daily balance (after float has been 
deducted) is $S00. 

(b) The number of checks written during the month Is 30. 

(c) The number of checks deposited Is 70. 

Compute (1) the sendee credit, (2) the total sendee 
charge, and (3) the difference between the two Items. 

10B Assume that you are In business and have an Invoice for 
$576 50 on which the terms are 2 per cent ten days, net 
thirty days You wish to take the discount, but find It 
necessary to borrow money at 6 per cent until the end of 
the month in order to pay the Invoice. You will need to 
borrow $500. How much will be saved by borrowdng the 
money for twenty days in order to obtain the discount? 

IOC. Assume that you borrow $100 from a bank for sixty days 
at 6 per cent interest, deductible In advance. At the end of 
thirty days you are able to pay off the debt The bank Is 
willing to accept payment and to allow jou credit for the 
remaining thirty days of Interest. How much will you pay 
back’ 

IOD. Consider the followdng figures on a bank statement: 


CHECKS 

No 20 $20 00 

No 21 6 00 

No 22 13 00 

No 24 23 50 

No 23 0 00 

No 27 30 73 

No 2S 2250 


SnCIVNlNG BALANCE 
$1.003 20 
DEPOSITS 
$30 50 
7 73 
42.23 
1000 
1000 
13^0 


(a) Reconcile the bank statement, taking into considera- 
tion the following additional facts (use model on page 
20S): 

Checks outstanding: No 23, $10 30 

No 20 $32 40 

Checkbook balance* $03019 


(b) If the checkbook balance were $92821, what pro- 
cedure would you recommend? 
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In this country the right to own property has been recog- 
nized since the first white settlers armed 

We may ha\e the right of possession, the right of use, 
and the right of ownership A person may rent a house and 
have the right of possession and the right of use, but he 
does not own the house An indiv idual may use a park or 
a street, but he does not ha\ e the right of ownership except 
as one citizen among many 

Various rights to property arc undergoing slow but 
constant modification The right to inherit property, for 
instance has undergone considerable change through taxa- 
tion To some extent one loses the right of inheritance 
because of laws that enable the government to share in the 
inheritance through the process of a tax Taxes on income 
also represent a change in the right of ownership The fact 
that a person has earned an income is no assurance that he 
has the right to use all of it, he must share part of it with 
the government. 

Limitations on the Use of Private Propertj . In the United 
States where the people theoretically grant powers to the 
government, the people have the right of use of private 
property Society, or the government, through its right to 
form laws, has the power to deprive individuals of certain 
privileges It therefore has the right to govern the use of 
property The imposition of a tax is one of the first actions 
of society m governing the use of private property by indi 
\ iduals Society, through its law’s, may authorize the gov - 
emment to take property in time of an emergency such as 
a war, or for the public good as in the widening of a street 
or the building of a new highwa> This right is referred to 
as that of eminent domain When property is taken in this 
manner, the government must prove that the taking of the 
property is for the general welfare of society 

During the World War the Federal Government, when it 
found a need for camps in which to train soldiers exercised 
its right of eminent domain by taking suitable sites and 
pajvs'g tbo onwex? .0 eowpwxsotlon If, in such a case., 
the value of the property is questionable, it is established 
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A franchise is a contract that permits a person to use 
public property for pm ate profit. No Individual member 
of societ}, however, has any special right to use public 
property except through some special grant by society. 
Cities frequently give private companies and individuals 
the right to use the streets for operating streetcars or 
busses, or for stretching electric power lines or telephone 
lines These are temporary rights that are governed by 
written agreements. Such an agreement limits the use of 
the public property and usually specifies some compensa- 
tion that must be paid to the government which granted 
the authority. The contract that permits the company or 
the jwrson to use the public property is a franchise. 

A patent is an agreement between the Federal Govern- 
ment and some member of society, which becomes legal evi- 
dence that the latter has developed an original article or 
process. A patent is an official Federal document that 
grants to an inventor, for a term of jears, the exclusive 
right to make, to use, and to sell his invention under a 
legal form of monopoly. Through the laws of the govern- 
ment the patentholder can seek protection in case some 
other person infringes upon his right This protection is 
a reward for bis services in making his patent available for 
the general use of society. He is permitted to profit by this 
protection, and other members of society arc prohibited, 
for a certain period of time, from duplicating the article 
or the process covered by the patent 

A copyright is similar to a patent m that It is an official 
Federal grant of the exclusive right to reproduce, publish, 
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and sell literary or artistic work It is not possible to copj 
right abstract ideas but it is possible to copyright literary 
or artistic work of a physical nature 

Sometimes trade marks are copyrighted in order that 
they may be protected from copying One can protect an 
unregistered trade mark however by proving the prior use 
of it If he has his trade mark registered or copyrighted 
on the other hand he has a better means of proving his 
prior use of it 

Limitations on Individual Initiative A principle upon 
which our economic society is founded is freedom of mitia 
tive that is of one s right to control and to operate one s 
own enterprise This right is however subject to hrmta 
tion As jet there is no law to restrain anyone from mi 
tiatmg a legitimate enterprise in most fields of endeavor 
One can open a store a lumber yard a manufacturing 
plant or a printing shop 
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The regulation of enterprises is, however, Increasing 
Cities and states have exercised the right to control the 
number of transportation lines as a means of protection for 
those whose lines are alread} in operation Thus, for in- 
stance, when society through a governmental agencj grants 
a franchise to an electric railway, it protects the railwaj 
from competition. 

Many of our recent state and Federal law's have tended 
to regulate freedom of initiative on the part of enterprises 
that operate unfairly toward labor, society, or competitors 
The Federal and state governments have attempted to laj 
down certain rules within the limits of which citizens can 
exercise their freedom of initiative so long as they do not 
infringe upon the rights of others 

Society, through its governmental agencies, is gradual!} 
changing the rights of those who operate enterprises How- 
ever, except in the field of public utilities (railways, power 
plants and the like), there is, in general, no restriction on 
one’s right to start a business 

Theory of Laisse: Fatre. During the early days of trade 
there developed a system that was referred to as mcrcan 
tttism During that time those who were engaged in busi- 
ness and those who were largely responsible for forming 
public laws were of the opinion that business could be con- 
ducted most effectively if it were regulated closel} by the 
government. Nations therefore granted monopolies of man} 
kinds They regulated the relations betw cen business opera- 
tors and their workmen They restricted importations and 
exportations and the use of money There were some lead 
ers, however, who believed that business could be conducted 
much more effectively by permitting each individual to 
operate his business to his own advantage This theory 
was called the laiaaea fatre theory It was named from the 
French expression equivalent to our phrase, "Let one do 
as he pleases” 

The early commerce of the United States was operated 
on a laissez fatre basis Fundamentally, commerce Btill 
operates on this basis, but with more and more regulations 
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It is assumed that each person has the right to operate his 
business to his best ad\ antage The go\ eminent however 
has stepped m to protect labor and the public and in some 
cases has regulated competition with the purpose of elimi- 
nating certain abuses 

Business today operates fundamentally on a competitive 
basis For instance two or more merchants try to sell their 
goods to the same person Each merchant tries as a matter 
of fact to obtain the highest price that he can although 
competition tends to regulate the upper limits of prices In 
recent years however as will be explained later m this 
chapter law's have been passed permitting manufacturers 
to control the resale price of merchandise Nevertheless 
business is still operated fundamentally on a competitive 
basis for even though prices m such instances are con 
trolled each businessman must compete against others in 
service location and other factors 

It can be seen that although the theory of Ictuses fatre 
is the fundamental basis of the operation of American 
business there is a gradual trend away from this theory 
Every new governmental regulation and every new law 
breaks it down For instance until recent years the huyer 
of foods and drugs was largely responsible for looking 
after his own interests Recent legislation however re 
quires more information to be placed upon the labels of 
foods and drugs and thus enables the buyer to select his 
merchandise more wisely 
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1 Use taxes, which are equivalent to a sales tax and are 
charged when goods are bought in one state and used 
in another 

2 Oleomargarine taxes, which are in a sense a license 
for the permission to sell the product in individual 
states 

3 Chain-store taxes, which tend to reduce the number of 
stores that a company may operate within a state. 

4 Discriminatory taxes on corporations doing business 
within the state but incorporated in another state 

5 Discrimination against employing residents of other 
states or buying products from other states tor local 
public institutions 

The fair trade laws, as well as various aspects of Federal 
control, wall be discussed later in this section 

Monopolies. A monopoly is the control of the price or 
the production of some commodity or sen ice Monopolies 
arc not necessarily undesirable, sometimes thev represent 
very efficient forms of production It is rather the question 
of control or use that determines whether' or not monopo- 
lies are socially desirable 

The Sherman Antitrust Act and various other Federal 
laws, as well as many state laws, attempt to prevent or to 
control monopolies Whenever there is a monopoly such as 
that which exists in the telephone and telegraph industry 
the Federal Government reserves the right to regulate that 
industry 

The Federal Government grants monopolies to railroad 
companies This policy is based on the assumption that 
the public would not be benefited but would probabl> be 
harmed, if new railroads were built in competition with 
those already existing and therefore made it impossible for 
any of the railroads to be profitable 

The Interstate Commerce Commission establishes rates 
for the transportation of products and groups of products 
tefireea jpodSied point , & -Ve v sribslesn the railroads com- 
pete with one another on the basis of services and con- 
veniences Take, for example, the railroads that operate 
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comes and profits may be increased Although under a 
truly monopolistic situation the price is controlled this 
fact does not necessarily mean that the price will be the 
highest possible one It means rather that the price will 
be established at a point which wall encourage people to 
buy in quantities that will produce the greatest net profit. 

A monopoly under some circumstances is nccessarj In 
many instances of governmental or private monopolies 
such as the postal service or railroad utilities it would be 
extremely wasteful if the services were duplicated In the 
sense in which we have a duplication of grocery stores and 
restaurants The major advantage of a monopoly Is the 
elimination of the wastes of competition 

Fair Trade Laws. Numerous so-called fair trade laws 
have been enacted by the Federal Government and b> state 
and local governments The most important of these are 
the Robinson Patman Act and the Tydings Miller Fair 
Trade Enabling Act. 

The Robinson Patman Act is one that attempts to pre- 
vent discrimination tn selling It is largely the outgrowth 
of ab uses that arose out of selling to certain preferred 
customers at much lower prices than to other customers 
Under the Robinson Patman Act the bujer and the seller 
are equally guilty if the seller discriminates in price serv 
ice or any other way and the bujer accepts the discrimina 
tion For instance if a manufacturer sells to Merchant A 
at one price but gives a special discount to Merchant D 
the manufacturer and Merchant B arc both guilty of vio- 
lating the Robinson Patman Act 

The Robinson Patman Act permits the giving of special 
concessions if merchandise is bought in large quantities 
but there must be no special concessions between buyers 
who obtain the same quantity under similar conditions 

The Tj dings Miller Act is a Federal act that enables the 
individual states to enact so-called fair trade laws In co- 
operation with the Federal Government The general pro- 
visions of the individual state laws promoted by the 
Tj dmgs Miller Fair Trade Enabling Act arc as follows 
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Arguments for Talr Trade taws. The arguments in favor 
of the fair trade laws enacted under the Tydmgs-Miller Act 
are as follows. 

1 Small independent businessmen, especially independent 
retail druggists and other so-called "small” retailers, 
believe the protection of this law is necessary to keep 
them m price competition on well-known, business- 
sustaining items with larger distributors. 

2 Fair trade laws embody for the independent retailer 
the idea of one price to all. The consumer feels secure 
in the price he pays, knowing that someone else can- 
not buy the same goods more cheaply at another store. 
This onc-pncc-to-all idea automatically lowers sales 
resistance 

3 Fair trade laws tend to eliminate so-called "loss- 
leader" selling (selling an article below cost in order 
to attract customers). Loss-leader merchandising, it 
is true, has been found an effective policy in aggres- 
sive retailing For the retailer with ample resources, 
it is merely a promotional measure for getting cus- 
tomers into the store, but it also keeps customers out 
of smaller stores It has been claimed in some in- 
stances that the advertised item used as "bait” was 
not even available at the store or was available only 
in a limited quantity. 

4 Under fair trade contracts a fair margin U planned 
for the price-controlled items In this way the manu- 
facturer gets better co-operation from the small re- 
tailer, who in turn finds he is able to meet competition 
on well-known brands Manufacturers must see to it 
that independent retailers survive, because such dis- 
tributors still do about 73 per cent of the total retail 
busmen 

5 Manufacturers who own a brand or a label, who have 
spent money in developing a demand for certain prod- 
ucts, and who have improved quality standards have 
a right to protect their property (the goodwill repre- 
sented by the label). 
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€ Fair trade lairs affect onh a < maall proportion, of the 
goods bought b> the consumer 

7 Manufacturers are not given a monopoh because the 
fair trade laws provide that there shall be no hon 
zontal price agreements between manufacturers All 
manufacturers of similar goods must therefore com 
pete with, one another on the basis of price 

8 Trade tends to flow through normal retail channels 
and not to be diverted into unnatural channels When 
consumers are led out of their normal course how 
ever to buj at out-of the-waj places because of cut 
prices that are not available m all stores normal re 
tail channels are not emplojed. 

9 Direct governmental regulation must result if the in 
dependent businessman fails to suppress distributor 
monopoly (resulting from the abilitj to cut prices) 
through the operation of fair trade legislation 

10 The promulgation and the obsen ance of the principles 
of fair trade are vitally important to the preservation 
of the profit system and of our form of government 
and our civilization. 

11. There can he no general prosperity without a pros 
perous body of distributors and distributers cannot 
be prosperous when they are beset by wasteful and 
unsound competition among themselves and by war 
fare which so weakens them that they cannot perform 
the services necessary to keep the factor} wheels 
running 

12 With the elimination of the independent dealer pro 
ducers would have to rely upon a fen large distribu 
tors Thus they would be compelled to accept low 
prices for their output and receiving low prices 
would have to pay low wages to workers 

Small distributors feel they have a just cause m their 
support of fair trade laws A number of intelligent and 
responsible manufacturers join them. They believe that the 
consumer will be benefited by such legislation. 
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7 Those opposed to fair trade laws say that, because 
of the power of the producer to control prices these 
measures may lead eientually to governmental regu- 
lation of prices for the protection of the public 

8 The consumer is more concerned with low prices than 
with social and economic reasons for higher prices 
Consumers hesitate to pay a few cents more for any 
item At least those consumers who are in the habit 
of patronizing cut rate stores will have to pay higher 
prices on some of their favorite items 

9 It is expensive and troublesome for manufacturers to 
keep abreast of all the legal aspects of different fair 
trade laws as well as to keep informed on the current 
litigation m each state This task becomes especially 
irksome when the major portion of the manufacturers’ 
distributive trade does not demand price contracts 

10 It takes more courage than that possessed by many 
manufacturers to turn down the large profitable orders 
of mass distributors who wish to operate on a price 
appeal basis 

11 For man} manufacturers the everpresent desire for 
an increased sales volume and the effectiveness of the 
pnce motiv e m moving large quantities of goods are 
strong arguments against fair trade laws 

12 Although the proponents of fair trade laws emphasize 
the ‘voluntary’” nature of fair trade price contracts 
there is nothing voluntary about the requirement that 
distributors who do not sign such contracts must con 
form to the contracts of others whether or not the} 
are generall} acceptable to the trade 

United States Department of Commerce. The United 
States Department of Commerce represents the voice of 
business in our Federal Government. The Secretary of 
Commerce is a member of the Cabinet of the President and 
is the President’s advisor on matters affecting businessmen 

The United States Department of Commerce publishes a 
great deal of literature pertaining to business operations 
business conditions, prices production sales, management 
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and numerous other topics. It regularly disseminates the 
kind of information that has proved to be most beneficial 
to businessmen. Information about the services of this 
Department can be obtained by writing for a list of pub. 
lications and services. Branches of the Department are 
established in several of the leading cities. 
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National Bureau of Standards. The principal functions 
of the Bureau of Standards are those that pertain to 
(a) the making of tests, (b) the establishment of stand- 
ards, and (c) the control of weights and measures. 

This Bureau has established standards for many prod- 
ucts. If a manufacturer wishes to produce a product ac- 
cording to these standards, the Bureau will furnish him 
with the necessary information. The Bureau publishes a 
list of "willing to certify” manufacturers who do produce 
products according to its specifications. Products meeting 
these specifications may be marked with a label showing 
how they coa(orm to the standards. 
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The National Bureau of Standards has also been instru- 
mental in eliminating miscellaneous sizes and kinds of 
products. For instance, a few standard sizes of holts are 
advocated Bolts made according to a certain specification 
are interchangeable, regardless of who may have produced 
them Hundreds of miscellaneous sizes have therefore been 
eliminated Many other cases of standardization could also 
be cited 

United States Department of Agriculture The United 
States Department of Agriculture administers many laws 
that affect the businessman Some of the primary func 
tions of the Department have been to standardize nomen- 
clature, grades, and measurements Meat, butter and egg 
inspection is conducted under the jurisdiction of this De 
partment Probably the most important functions that 
affect the businessman are those pertaining to grades and 
labels for canned foods and drugs 

Standard Grades for Canned roods. The Secretary of 
Agriculture has the right to designate the grading stand- 
ards for canned foods The grades are designated as 
“Grade A,” “Grade B,” “Grade C and “off grade ” Prod- 
ucts that are labeled “Grade A,” * Grade B 5 or ‘ Grade C ’ 
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are up to the standards recognized by the Federal Gov 
ernment. Products that are designated as “off grade” are 
wholesome foods, though they may not measure up to 
recognized standards in other respects Standards have 
been established for such farm products as corn, peas, 
beans, and tomatoes, and are rapidly being extended to 
other foods Foods canned under these standards are sub 
ject to supervision and inspection by government agents 

Labels. The Food, Drug, and Cosmetic Act and the other 
similar acts administered by the Department of Agriculture 
are, of course, subject to periodic changes by Congress 
The primary purpose of the Food, Drug, and Cosmetic Act 
is to prevent the manufacture, sale, or transportation of 
adulterated, misbranded, poisonous, or deleterious foods, 
drugs, and cosmetics m interstate commerce Under this 
Act any drug sold m interstate commerce must conform to 
standard specifications or must be labeled to indicate how 
it deviates from those specifications The labels of other 
medicinal preparations must show the contents and provide 
other information required by law The Umted States 
Pharmacopoeia and the National Formulary are the basic 
sources of many of the specifications for products that are 
sold in interstate commerce under this Act These agencies 
provide standards for the medical and the pharmaceutical 
professions The standards are revised approximately every 
ten years Besides the Federal regulations, many states 
have regulations with regard to the labeling of products 

The Tea Act and the Import Milk Act are concerned 
mainly with the wholesomeness of tea and milk. Standards 
of quality regulate the importation and the sale of these 
products 

The Insecticide Act is concerned mainly with the quality 
and the effectiveness of insecticides, fungicides, turpentine 
and resin When these products are sold in interstate com 
merce, they must meet the requirements of the Act and 
must be labeled accordingly 

Federal Trade Commission. The Federal Trade Commis 
sion is the outgrowth of a demand made by competing 
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manufacturers for protection from unfair methods of com 
petition This Commission is therefore charged with the 
administration of most of the Federal laws having to do 
with fair competition. A businessman for instance may 
make a complamt against another on the grounds that the 
latter is using unfair practices in restraint of trade in order 
to raise prices or that he is selling an inferior product 
under false specifications In such a case the Federal Trade 
Commission is charged with the responsibility of conduct 
mg an investigation 

Complaints to the Federal Trade Commission A com 
plaint maj be registered with the Federal Trade Commis 
sion by an individual a business concern or an association. 
A letter of complamt stating the facts m the case ma> be 
submitted. Some of the causes for complamt are adultera 
tion mislabeling misleading selling schemes false adver- 
tising selling refinished goods as new selling imitations of 
products and otherwise misrepresenting an article to the 
extent that the competitor will be damaged or the public 
misled. 

The procedure m laying a complamt before the Federal 
Trade Commission is outlined in the following example 
Dealer A disco\ers that Dealer B is selling a product that 
he is misbranding and misrepresenting Dealer B is able 
to undersell Dealer A and therefore causes Dealer A a loss 
of business As Dealer B is selling his product m interstate 
commerce he is subject to the jurisdiction of the Federal 
Trade Commission. Dealer A writes a complete letter of 
complaint to the Commission. The latter asks for such 
additional information as it needs or if the complamt is 
serious enough it sends an investigator to get additional 
facts The case will then be called for a bearing If the 
Federal Trade Commission decides however that there is 
insufficient evidence to bring an action, or if the matter is 
aettJteL vrtk&A w&vftssvty for m wctasw, case, ma-v be. 
dismissed. If it is called for a heating both dealers will 
be called to testify If a decision is rendered against Dealer 
B the Commission will issue an order requiring Dealer B 
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to cease carrying on the unfair trade practice specified in 
the complaint. 

Reports of the Federal Trade Commission. A study of 
the annual reports of the Federal Trade Commission will 
give an idea of some of the unfair trade practices that are 
detrimental to businessmen and to consumers. The follow- 
ing is an example of a Federal Trade Commission report: 

Misbranding Products— Electric Liciit Bulb3 

Whlte-Ute CwMbuffna Corporation and Others, Neio York City — 
The Commission, in a proceeding against this corporation, found that 
it and its manager, another respondent, sold electric light bulbs 
marked with substantially less than the correct number of watts, 
indicating that the bulb3 or lamps would use less electric current to 
operate than they actually did use, and representing that the bulbs 
would therefore, be less expensive to operate than lamps of standard 
makes sold by compeUtors For example, salesmen of Wblte-Llte 
Corporation demonstrated Its lamp marked "15-watt," which was 
actually a 27- or 28 watt lamp, against a 25-watt standard lamp of 
a competitor The customer was thus led to believe that If he bought 
respondent's lamp, for which he paid twice the purchase price of the 
standard lamp, he would save In the cost of electric current the differ- 
ence between the cost of operation of the 15- and 25-watt lamps, 
respectively The customers purchasing "Sun-CIo" lamps from re- 
spondents thought from the marking on the lamps they were obtain- 
ing a 60-watt capacity bulb Such “Sun-Glo” lamps were found to 
measure 63 6 and even 69 1 watts 

The Commission further found that Sun CIo lamps marked 60 
watts actually measured 69 8 watts and produced only 669 lumens of 
light, whereas a standard 50-watt lamp produced 575 lumens of light 
In addition, the Commission found that to operate this Sun-CIo lamp 
at 6 cents a kilowatt-hour would cost J4 19 for 1,000 hours, whereas 
the cost, at the same rate, for operating the 60-watt standard lamp 
would be only $3 for 1 000 hours, or $1 19 less 

The Commission ordered the respondent to cease and desist from 
selling and offering for sale Incandescent lamps marked with other 
than the correct number of watts, and further to cease and desist 
from representing the lamps as being manufactured to comply with 
specifications of the United States Bureau of Standards Respondent 
was further ordered to cease and desist from representing that any 
trade-mark used in the sale of Incandescent lamps was registered In 
the United States Patent Office, unless such registration had actually 
been made 

Federal Control of Advertising. The Federal Trade Com- 
mission Act was amended to provide for Federal jurisdic- 
tion over false advertising. Under this amendment, which 
became effective May 22, 1938, it is unlawful for an ad- 
vertiser to disseminate false advertising to induce the 
purchase of foods, drugs, devices, or cosmetics, or to par- 
ticipate in any other unfair methods of competition. 
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State Control of Advertising-. There are numerous state 
laws that are barriers against dishonest advertising Prob 
ably the most famous law is the Printers’ Ink Model Stat- 
ute, which is quoted here 

Any person firm corporation or association who with intent to 
sell or in any wise dispose of merchandise securities service or any 
thing offered by such person firm corporation or association directly 
or Indirectly to the public for sale or distribution or with intent to 
increase the consumption thereof or to induce the public in any man 
ner to enter into any obligation relating thereto or to acquire title 
thereto or an interest therein makes publishes disseminates circu 
lates or places before the public or causes directly or indirectly to 
be made published disseminated circulated or placed before the 
public in this State in a newspaper or other publication or in the 
form of a book notice handbill poster bill circular pamphlet or 
letter or in any other way an advertisement of any sort regarding 
merchandise securities service or anything so offered to the public 
which advertisement contains any assertion representation or state 
went of fact which is untrue deceptive or misleading shall be guilty 
of a misdemeanor 

The following twenty five states hate adopted it 
Alabama Michigan Ohio 

Colorado Minnesota Oklahoma 

Idaho Missouri Oregon 

Illinois Nebraska Rhode Island 

Indiana Nevada Virginia 

Iowa New Jersey Washington 

Kansas New York Wisconsin 

Kentucky North Dakota Wyoming 

Louisiana 

The following thirteen states have substitutes patterned 
after the Printers’ Ink Model Statute but in the opinion of 
critics, the statutes m these states are relatively ineffective 
compared with the original model 

Arizona Pennsylvania 

California South Carolina 

Connecticut South Dakota 

Maryland Tennessee 

Massachusetts Utah 

Montana West Virginia 

North Carolina 

State and Local Control of Wages and Hours Anyone 
engaged w. hasmess, should become familiar with, state and 
local regulations affecting wages and hours In some states 
there are special regulations as to the number of hours 
that may be worked, the opening time, and the closing time 
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of businesses There is special control over certain haz- 
ardous industries as well as over the wages and hours of 
children and of women Many of these laws gi\ e particular 
attention not only to the number of hours that children and 
women work but also to the particular hours in which thcj 
work during the day They are forbidden in some instances 
to work overtime and are prohibited entirely from work- 
ing in certain industries and types of businesses There is, 
however, no uniformity in these state laws 

Federal Control of Wages and Ilonrs The so-called Fair 
Labor Standards Act was enacted by the Federal Govern 
ment m 1938 It is often referred to as the Wage Hour 
Law or the Fair Labor Law The provisions of this Act 
cover only workers employed m mdustnes that are engaged 
in interstate commerce or in the manufacture of goods 
shipped in interstate commerce It does not attempt to 
regulate the wages and hours of executives admimstra 
tors, employees engaged in the professions outside sales 
men, or employees in retail and service establishments that 
conduct their business largely within the boundaries of a 
state It also largely exempts agricultural workers and 
those engaged in the canning or packing of agricultural 
products There are also a few other minor exemptions 

After October 24, 19-10, the maximum number of hours 
that can be worked during a week is 40 Overtime is per 
mitted provided employees are paid one and one half times 
their regular rate An employer may arrange rates for 
overtime with his employees, provided he receives the 
sanction of the National Labor Relations Board No em 
ployee is permitted to work more than 1,000 hours in any 
26 consecutive weeks or more than 2 000 hours in any 52 
consecutive weeks Under all circumstances, however work 
in excess of 12 hours a day or 56 hours a week must be 
compensated for at the rate of one and one half times the 
normal rate Transportation employees arc exempt because 
they are governed by the Interstate Commerce Commis 
sion Certain seasonal industries particularly those en 
gaged m the production or the handling of perishable food 
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products are permitted to work their employees as much 
as 12 hours a day or 56 hours a week for not more than 
14 weeks in any calendar year 

The minimum wage rate is 30 cents an hour or the rate 
fixed by the administrator After October 24 1945 the 
rate is 40 cents an hour unless proof can be shown that 
this rate will curtail employment The administrator is 
charged with the responsibility of raising these rates as 
rapidly as he can 

Iso producer manufacturer or dealer can ship or deliver 
in interstate commerce goods produced m establishments 
where oppressive child labor conditions exist Oppressive 
child labor conditions are constituted to be the employment 
of children under sixteen and the employment of children 
between the ages of sixteen and eighteen in occupations 
found hazardous by the Federal Children s Bureau Chil 
dren may work for their parents in any occupations except 
manufacturing or mining Children under sixteen jears of 
age who are not legally required to attend school may work 
m agricultural employment The Act exempts children em 
plojed as actors Children between fourteen and sixteen 
years of age may be granted permits for work in occupa 
tions other than manufacturing and mining if the Federal 
Children s Bureau finds that such employment will not im 
pair the health or the well being of the child. 

Control of Working Conditions Isearly every state and 
many cities have laws governing the sanitary and health 
ful conditions under which employees work Anyone going 
into business should investigate thoroughly the laws on this 
subject In most states these laws are administered under 
the state industrial commission. The local ordinances are 
administered by local inspectors or b> the police 

State laws usually govern such items as ventilation light 
ing sanitary conditions and safety precautions There are 
detailed regulations covering certain hazardous industries 
For instance special precautions must be taken in mdus 
tries in which a person may be subject to lead poisoning 
or to some other industrial ailment 
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SELF-CHECKING STUDY QUESTIONS 
{Chapter XI, Section I) 

Fill In the answers to the following questions In the space 
provided after each question. Read carefully the instructions 
for each group of questions before writing your answers. If you 
are doubtful about an answer, reread the chapter until you find 
the correct answer; then compare your answers with those on 
pages 300 and 301 of this book. 

True- False Questions 

Directions: After each statement below that is true, draw a 
line under “true.” After each statement that Is false, draw a 
line under “false.” The first statement is given as a sample. 

0. The “willmg-to-certify” list is a list based upon 


guaranteeing quantity true false 

1. Various rights to property are constantly being 

modified true false 

2. A private company may establish a mail service, true false 

3. It is possible to copyright abstract ideas true false 

4. There is a decreasing amount of regulation of 

business enterprises by the government true falso 

5. The early commerce of the United States was 

operated on a laissez faire basis true false 

6. Business today operates fundamentally on a com- 
petitive basis true false 

7. In recent years there has been considerable legis- 

lation by states to encourage the flow of com- 
merce among the states true false 

8. Monopolies are always undesirable true false 

D. The Federal Government does not permit monopo- 
lies . true false 

30. The Interstate Commerce Commission determines 
the freight rates for goods being shipped from 
Chicago to New York . . . .... true false 

11. Fair trade laws permit price agreements between 

manufacturers . . ■ true false 

12. Small independent businessmen usually favor the 

Tydings Miller Act true false 

13 The National Bureau of Standards publishes a 

list of “willing to certify" manufacturers true falso 

14. There is a high degree of uniformity in the wage 

and hour laws of the various states true false 

15. Nearly every state and many cities have laws 
governing the working conditions of employees . . true false 
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Mulfrple-Choice Questions 

Directions Place in the parentheses at the right of each of 
the following statements the letter that represents the word or 
group of words correctly completing the statement The first is 
gjven as a sample 

0 The Printers Ink Model Statute pertains to (a) dis 
honest advertising (b) grade labeling (c) copyright 
mg ( a ) 

16 The right of a city government to take land for the 

widening of a street is known as (a) franchise (b) 
eminent domain (c) laissez faire ( ) 

17 A contract that permits a person to use public prop 
erty for private profit is a (a) copyright (b) patent 

fc) franchise ( > 

18 A tax charged when goods are bought in one state and 
used ut another is an example of (a) chain store tax 

(b) use tax (c) income tax ( ) 

19 The law that makes it possible for the owner of trade 
marked merchandise to specify the prices at which the 
various distributors such as wholesalers and retailers 
are to resell the merchandise is the (a) Robinson 
Patman Act (b) Tydmgs Miller Act (c) Sherman 


Antitrust Act ( ) 

20 The proportion of goods bought by the consumer that 

is affected by the fair trade laws is (a) small <b) 
large <c) about one half ( ) 

21 The designation of grading standards for canned goods 
is a right of (a) U S Department of Agriculture (b) 
National Bureau of Standards (c) U S Department 

of Commerce ( ) 

22 The Food Drug and Cosmetic Act applies to (a) any 

drug sold in interstate commerce (b) any drug pro 
duced and sold within the same state (c) poisonous 
drugs only ( ) 

23 The administration of the Federal fair trade laws is 

the responsibility of (a) U S Department of Com 
merce (b) Federal Trade Commission (c) Interstate 
Commerce Commission ( ) 

24 A complaint of an unfair trade practice should be 
made to (a) the Secretary of the Treasury (b) the 
United States Department of Commerce (c) the Fed 

25 The approximate number of states which have adopted 

the Printers Ink Model Statute is (a) fifteen (b) 
twenty five (c) forty ( ) 
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Section II 

Taxation of Business 

Sochi Security Taxation. The Social Security Act, which 
was passed on August 14, 1935, levies certain taxes on em- 
ployers and employees for the purpose of providing funds 
from which payments can be made (a) to employees in the 
form of old-age benefits and (b) to employees as remunera- 
tion during periods of unemployment. There are two kinds 
of social security taxes; namely, those for old-age insur- 
ance, or benefits, and those for unemployment compensa- 
tion. 

Old-Age Insurance Taxes. The Social Security Act levied 
a tax on employers and one on employees. These taxes, 
which began on January 1, 1937, are paid into a fund of 
the United States Treasury. Benefits are paid from this 
fund to properly qualified individuals. Those eligible are 
explained on page 245. 

Under this part of the law an employer is a person who 
employs one or more individuals. Not all employers, how- 
ever, are governed by this law. For instance, the law 
exempts employers of farm labor, domestic help, and school 
teachers, as well as employers in certain other classifica- 
tions, which may change from year to year in accordance 
with amendments to the law. In a sole proprietorship form 
of business the owner is not considered an employee. In a 
partnership form of business the partners are not consid- 
ered employees. In a corporation the officers are consid- 
ered employees. A director of a corporation is not an 
employee unless he performs services for the corporation 
other than the service rendered by attending and partici- 
pating in the board meetings. 

The tax on employers for old-age insurance is called the 
employer’s excise tax. This tax is levied on the first 53,000 
of wages paid each employee during a calendar year, pro- 
vi'ri’etf fie business comes? trader the requirements cf the 
Social Security Act The rate of tax until January 1, 1915, 
is 1 per cent This rate, however, is subject to change by 
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an. act of Congress If an individual earns 54 000 in wages 
during a year and the rate of tax is 1 per cent the era 
ployer s excise tax is $30 or 1 per cent of the first $3 000 
in wages Similarly if an individual receives $2 400 in 
wages the employers excise tax is $24 

The tax on employees for old age insurance is called the 
income tax on employees The rate of tax on employees is 
the same as the rate of excise tax on emploj ers In other 
words an individual making §4 000 a year pays a tax of 
$30 at the 1 per cent rate and actually receiv es $3 9"0 An 
individual making $2 400 a y ear pays a tax of $24 and actu 
ally recedes $° 3~6 This tax on the employee is similar to 
a premium that one might pay on an insurance policy for 
the employee expects to receive monthly benefits in later 
life as a result of the deductions made from his salary 

The law requires that the employer deduct the employee s 
income tax in paying the wages of the employee As soon 
as wages ha\e been paid the employer is liable to the Fed 
eral Government for the amounts deducted from the wages 
of his emploj ees The amount deducted from the employee s 
wages is payable to the Federal Government by the end of 
the month following each calendar quarter The employer s 
excise tax for the quarter is payable at the same time 

Old Age Benefits, or Insurance An individual who has 
met certain requirements under the Social Security Act in 
eluding payments of the proper amounts as his employee s 
mcome tax is eligible for monthly primary benefits after 
reaching the age of sixty fire years These benefits are 
similar to the annuity payments that an individual would 
receive under an annuity insurance policy The benefits are 
paid monthly until the individual dies In other words the 
taxes on the employ ee and on the employ er for old age in 
surance build up a fund from which are paid to qualified 
individuals a monthly benefit after such individuals retire 
from actiie employment. 

In addition to the monthly primary (old age) benefits 
paid to a qualified individual the Act also makes provision 
tor the following monthly benefit payments wife s insur 
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ance benefits, child’s insurance benefits, widow’s insurance 
benefits, and parents’ insurance benefits. 

Unemployment Compensation Taxes. Under this part of 
the Social Security Act, an excise tax is levied on the sal- 
aries of employees in businesses that have eight or more 
individuals Certain types of businesses and employment 
are exempt from this tax. The excise tax is 3 per cent of 
employees salaries, up to and including $3 000 for each 
employee The tax for the current calendar jear is paj- 
able to the Federal Government by the end of January of 
the next j ear 

In addition to the Federal tax for unemployment com 
pensation, each state has passed an unemployment compen- 
sation law under which emplojers are taxed on w ages paid 
In some states the taxes are called contributions instead 
of taxes The basic rate of tax m most states is 2 7 per 
cent of the wages paid. The amount of wages on which 
the state tax is imposed vanes m different states 

In paying the Federal tax of 3 per cent each jear, em 
plojers are permitted to claim a credit up to 90 per cent 
of the Federal tax because of payments made to state gov 
emments for unemployment compensation. For example if 
a particular employer has a Federal excise tax amounting 
to $3 000 but has paid state unemployment compensation 
taxes on $2,700, he may deduct the entire latter amount 
from the tax due the Federal Government and therefore 
pay the Federal Government only $300 If he has paid 
state taxes of $3,200 he is allowed a credit of onlj $2 700, 
or 90 per cent of the $3 000 Actually, the Federal tax In 
most cases amounts to only one tenth of 3 per cent, or 0.3 
per cent In most states the employer will pay a Federal 
tax of 0 3 per cent and a state tax amounting to approxi- 
mately 2 7 per cent or a total tax of 3 per cent 

From the amounts paid in Federal unemployment taxes. 
Congress appropriates each jear to each state an amount 
to take care of administrative costs to operate the state 
unemployment plans. Benefits to unemplojed workers are 
paid from the state funds. 
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The laws of the various states differ as to the methods 
of qualifying for unemployment benefits In most states, 
however, if an employee becomes unemployed, he must wait 
a certain length of time before filing an application for 
unemployment compensation There is also a limit to the 
length of time during -which the employee can receive un 
employment compensation Because of the variations m the 
state unemployment compensation laws, it is not possible 
in this textbook to give detailed information as to the bene- 
fits paid for unemployment and the rates of taxes imposed 
In a few states a tax, or contribution, is required of the 
employee as well as the employer 

Licensing of Businesses. City, county, and state govern- 
mental agencies have used licensing as a device for limiting 
and controlling those who go into particular types of busi- 
nesses For instance, one may be required to obtain a 
license for the operation of a certain hazardous business 
In some cities businesses of all types must obtain licenses 
It is particularly common to license restaurants, beauty 
parlors, barber shops, and other forms of service estab 



248 


[ch 11 


hshments that may particularly affect the health of the 
community In most states and in many cities there are 
special licensing laws that regulate the sale of such items 
as liquor and tobacco Under a licensing system, inspectors 
are required for administering the law, and revenue is pro- 
vided for the support of the government Under the system 
a license may be revoked if the business is not operated 
according to the standards specified in the law In order 
to start a business that must be operated under a license 
one must file an application in accordance with the Jaw 

The control of itinerant peddlers has always been a prob- 
lem because m the past many of these peddlers ha\e been 
able to come into a community without paying taxes and 
without the normal control that Is exercised over an estab- 
lished business Many communities, howe\er, ha\e estab- 
lished the practice of licensing all peddlers 

Several states have enacted chain store licensing taxes 
Most of this legislation is promoted by individuals w ho are 
opposed to chain stores The tax is graduated in most cases 
The rate, for instance in one state starts at 53 for the first 
store and runs to as high as $300 a store Usually the tax 
that is charged depends upon the number of stores within 
the state 

Sales Tax. The sales tax has become quite prominent In 
recent years There is now a sales tax in almost e\ery 
state Although there is no uniformity m the administra- 
tion of these taxes, in nearly every case the retailer Is 
responsible for the collection of the tax and in turn must 
pay this tax to the state government It is therefore im 
portant for the businessman to be familiar with the sales 
tax law of his state so that he can be sure to collect the 
tax properly and to keep records that wall enable him to 
report the tax correctly 

Property Tax. In every state there is some form of prop- 
erty tax and m some states there are tw o or more property 
taxes For instance, there may be a res! property Anr a 
personal property tax, and an intangible property tax. A 
real property tax is a tax levied on land and buildings 
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A personal property tax is a tax on such items as furniture 
and fixtures An intangible property tax is a tax on assets 
such as money in the bank, notes, stocks, bonds, and other 
securities The businessman should familiarize himself with 
all the tax laws of his state to be sure that he gets the 
proper forms at the right time and reports his taxes accu- 
rately If he is delinquent m paying his taxes or attempts 
to avoid the payment of them, he will be subject to a 
penalty 

A tax on property, whether on real, personal, or intan- 
gible property, is stated in terms of a percentage, of mills, 
or of dollars a thousand It is most frequently quoted in 
terms of nulls For instance, a tax of 14 mills is $14 00 a 
thousand or, on a percentage basis, 014 At this rate the 
tax on $2 000 would be $28 00 

Income Tax. A Federal income tax is imposed upon all 
individuals and business establishments Different forms 
are provided for the individual, the sole proprietorship 
business, the partnership, and the corporation Accurate 
bookkeeping records are required m order that the true 
income can be reported and the tax computed accurately 
The income tax return gives instructions and provides a 
detailed form for reporting the various information that is 
required Bookkeeping records of the type needed m pre- 
paring an income-tax return for a business are discussed 
and illustrated m Chapter VTH 

Withholding Tax. The Federal Government has imposed 
on the emplojer the responsibility for helping to collect 
the income tax of individuals This tax is referred to as a 
withholding tax because the employer must withhold a 
prescribed amount from the pay of each employee This 
money must be remitted monthly to any bank which is 
serving as a Federal depository This function places upon 
the employer additional duties along with the other tax 
•yaiVy&v&g wit ■nwfeA let V&e 

holding tax because the employer is required to furnish 
the employee information as to the amount of the tax 
withheld 
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Taxes as State Barriers. Theoretically, under the Consti 
tution of the United States the Federal Government re- 
serves the right to regulate commerce between the states 
States may impose their own taxes but m recent jears 
there has been a tendency to develop special state taxation 
laws that constitute barriers to interstate business Ulus 
traticn No 87 shows various state taxes that tend to regu 
late commerce but serve as state barriers of business 

Vanetj of Taxes. Taxation has become so complicated 
that the average businessman spends a great deal of time 
in filling out tax forms in computing taxes and in making 
various reports In many businesses the various taxes take 
a great percentage of the income The following are exam 
pies of the types of taxes that a business operating in only 
one state might be required to pay 
Federal income tax 
State income tax 
License fee 
Personal property tax 
Occupational tax 
Corporation tax 
Capital stock tax 

Federal social security (or excise) taxes 

State unemployment tax 

State industrial insurance tax 

Sales tax 

Use tax 

Gasoline tax 

Motor vehicle license 

Furthermore a corporation doing business in several 
states will be subjected to numerous additional taxes some 
of which may be overlapping If a business is organized in 
one state it probably wall have to obtain a special license 
to do business in another state and w ill be subjected to the 
various taxes enforced m both states 

Government Services The taxes that arc collected from 
business and from individuals pay for the numerous scrv 
ices that are rendered to business and to individuals. The 
following are examples of those services 
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5 The employer is required to deduct the em 
ployee s tax for the old age insurance fund from 
the wages of the employee and then remit it to 
the Federal Government 

6 The widow of an employee who has been properly 
qualified may receive insurance benefits under the 
Social Security Act 

7 Benefits to unemployed workers are paid from 
state funds instead of from the Federal Govern 
ment 

8 In large cities it is usually unnecessary to obtain 
a license m order to operate a restaurant 

9 Many states have enacted chain store licensing 
taxes 

10 Nearly every state has a sales tax 


true false 

true false 

true false 

true false 

true false 
true false 


Mulfiple*Choice Questions 

Directions Place m the parentheses at the right of each of 
the following statements the letter that represents the word or 
group of words correctly completing the statement The first is 
given as a sample 

0 Under the Federal income tax withholding plan (a) 
the employer pays the tax (b) the employer withholds 
the tax and remits to the government (c) both, the 
employer and the employee pay the tax ( h ) 

11 To provide funds for employee benefits the Social Se 

cunty Act levies taxes on (a) employees only (b) em 
ployers only (c) both employees and employers ( ) 

12 The Social Security Act provides benefits to employees 
for (a) old age benefits only (b) unemployment bene 

fits only (c) both old age and unemployment benefits ( ) 

13 The employer is required to remit to the Federal Gov 
eminent the employers excise tax (a) monthly 

(b) quarterly (c) annually ( ) 

14 The individual who has met the proper requirements 
under the Social Security Act is eligible for benefits 
after reaching the age of (a) sixty years (b) sixty 

five years (c) seventy years ( ) 

15 A tax on the furniture and fixtures of a grocery store 

would be (a) a real property tax (b) a personal 
property tax (c) an intangible property tax ( ) 
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PRACTICAL PROBLEMS 
(Chapter XI) 

Complete the following problems If yon are doubtful about 
decisions reread the chapter After you have completed the 
exercises you wall find suggested solutions on page 30S of this 
book If your answers do not follow the suggested solutions re- 
study your text then write your answers again 
11A Assume that the wages paid the employees of a business 
amount to $17 256 50 during the year and no wage paid to 
any single individual exceeds $3 000 (a) How is the Fed 
eral old age insurance tax computed’ (b) How much docs 
the employer owe the Federal Government for unemploy 
ment compensation taxes (excise taxes)’ (c) How much 
credit does the employer get if he has already paid a state 
unemployment tax of $517 70’ 

11B Compute the tax on real estate appraised at $7560 as 
surnlng that the tax rate is 21 4 mills 
llC Assume that a real-estate tax 13 assessed at the rate of 17 
mills per dollar of valuation (a) What is the tax per thou 
Band dollars of valuation’ (b) What is the tax on real 
estate valued at $15 422.50’ 



CHAPTER XU 

LEGAL RELATIONS IN BUSINESS 

Purpose of the Chapter. There are certain legal prob- 
lems which are of particular importance to anyone con- 
templating going into business It should not be assumed, 
however that a study of this chapter will provide a com- 
plete knowledge of business law The following are some 
of the important questions that are answered in this 
chapter 

1 What is a contract* 

2 What are the essentials of a contract* 

3 What are the duties and obligations when property is 
entrusted to others* 

4 What are the legal responsibilities of employers and 
emplojees* 


Section I 

Contracts 

What Is a Contract? A contract is an agreement, but 
not all agreements are contracts For an agreement to be 
a contract, it must be the type of agreement that, if broken, 
will permit the injured person to obtain some remedy 
through law The first essential of a contract therefore is 
an agreement In nontechnical language, the other essen- 
tials of a contract are (a) that the consent of each party 
must be genuine and the agreement must be reached 
without threat or intimidation, (b) that the parties to 
the contract must be competent to enter into contracts, 
(c) that the purpose for which the contract is made must 
be legal, (d) that each part} to the contract must offer or 
give something as a consideration (an exchange of values 
or benefits) , and (e) that the contract must be in the re- 
quired form. 
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Offer and Acceptance. Whence er an offer has been made 
by one person and accepted by another, an agreement has 
been reached, proxnded the offer and the acceptance haxe 
been made in accordance with certain legal regulations 
Unless a specific date is mentioned when an offer is to be 
withdrawn or otherwise terminated, the offer may be 
accepted within a reasonable length of time What may 
be considered a reasonable time will depend upon the cir- 
cumstances 

Oral Contracts Versos Written Contracts. For the sake 
of certainty and safety, all important contracts should be 
written Many contracts do not need to be written, for the 
entire transaction is executed at the time the contract is 
made Those that must be written usually pertain to real 
estate In some states any contracts that require more 
than a year for fulfillment must be written 

In some states a contract for the sale of merchandise 
above a specified minimum sum must be written. Sales 
contracts need not be m writing when the price is less than 
the amount designated in the law As a rule, the minimum 
amount is $500, but in some states it may be as low as $50 
It vanes greatly in different states, ranging from $30 to 
$2 500 The Uniform Sales Act presenbes a minimum of 
$500 In some states a sales contract must be signed by 
both parties but in most states the contract or memo- 
randum need be signed only by the party to be held to the 
contract For instance, in some cases the buyer may wish 
to hold the seller, and in other cases the seller may wish 
to hold the buyer Both the buyer and the seller should, of 
course, sign in order that each may haxe protection 

Importance of Heading Contracts. Some contracts are 
printed m xery small type in the hope that they will not be 
read The type, in fact, is so small in some contracts that 
it can hardly be read Many* old forms of contracts are 
printed in this manner, although the businesses that use 
them are entirely honest. A person should insist on read- 
ing a contract even if it 13 printed in Bmall type 



1 1 idenrooi * Vnimtooi 

Illustration bo 88 Bead Before You Bum 

Every contract should be examined carefully before it 
is signed An honest and legitimate business will encourage 
the buyer to read the contract before signing whereas an 
unscrupulous business may try to induce the buyer to sign 
before reading An invitation to read a contract should 
always be accepted. The document may be presented in 
the hope that it wall not be read If there is any indication 
that an attempt is being made to prevent the reading of 
the contract one Should insist upon reading every detail 

Reasons for Written Contracts In a casual oral agree 
ment there may be some misunderstanding as to price 
terms of sale or other elements of the contract The mere 
writing of a contract should cause each party to give more 
careful attention to the details than he could in the case 
of an oral agreement. 

In an oral contract there may be an apparent agreement 
but if the contract is to be fulfilled later some of the terms 
of the agreement such as the quantity of the product to 
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A simple signed order for merchandise or for any other 
item is a contract. For instance, when one signs an order 
for the purchase of an automobile, he is signing a contract 
Illustration No DO shows a memorandum of an agree- 
ment leading to the sale of equipment on an installment 
plan. When this memorandum is properly filled out and 
signed, it becomes a contract This type of contract must 
be m writing 

Bill of Sale. Bills of sale are used in selling many types 
of merchandise In most states, but not all, a bill of sale 
is required to pitnide evidence of ownership For instance, 
it is impossible m some states to obtain an automobile 
license without providing a bill of sale or a sworn statement 
as evidence of the ownership of the automobile If the bill 
of sale has been lost, it is possible to establish the owner- 
ship by going through the legal procedure of obtaining a 
sworn statement of ownership The most common type of 
bill of sale is that used in selling automobiles. In many 
states, bills of sale of different types are required for new 
cars and used cars. Illustration No. 91 shows a typical 
bill of sale for a new car 

In most states in which a bill of sale is required, the 
transaction is not completed and legal until the contract 
has been recorded by the local recorder or other designated 
public official The recording of a bill of sale prevents an 
unscrupulous seller from selling the same merchandise 
again to another buyer who has no knowledge that the 
merchandise has already been sold 

Uniform Sales Laws. The Uniform Sales Act has been 
adopted by almost c\ cry state The purpose of the Uniform 
Sales Act is to establish some uniformity in the provisions 
of the sales laws in the \anous states. When transactions 
take place betw ccn businessmen located in different states, 
many complications arise with regard to the contracts 
because of differences in the requirements and in the inter- 
pretations of the sales laws m those states. 

The uniform sales laws are quite technical When there 
is some question about a contract or there is a possible 
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lack of uniformity between one state and another, the 
businessman should consult a lawyer 

Warranties The seller’s statements of opinion or belief 
as to the value or the merit of an article, as well as the 
commendations used to induce a purchase are not warran- 
ties In the eyes of the law certain statements of a seller 
are puffs For instance, a seller may assert that certain 
merchandise is “the best that can be obtained or that a 
particular machine is “a thoroughly dependable machine ’’ 
Such statements should be considered not as warranties, 
but as puffs or trade talk , and should not be relied upon by 
the buyer 

A warranty is a statement or an implied affirmation of 
fact (not opinion) that the subject of a contract is as it is 
declared or promised to be For example, if an oral or a 
printed statement with regard to a product declares that 
the product "will not damage silks ” such a statement is a 
warranty In the absence of fraud and of any special 
regulatory law the principle of “Let the buyer bev are is 
followed It is assumed that, if a person inspects an article 
before buying it and if he is not misled by fraud, he should 
know what he is getting 

When a buyer has an opportunity to inspect the goods 
there is no implied warranty that the goods are of a 
particular quality If the buyer does not inspect the goods 
however, but relies largely on the judgment and the honesty 
of the seller, there is an implied warranty (on the part of 
the seller) that the goods are of a satisfactory quality 
The goods therefore must be suitable for the purpose for 
which they are sold 

When a sample is used to indicate the kind and the 
quality of the goods, the seller impliedly warrants the 
goods to correspond to the sample m kind and quality 
When merchandise is purchased by description, such as 
specifications the seller impliedly warrants the goods to 
correspond to the description (See Illustration No 92 ) 
Remedies for Breach of Warranty. There are various 
remedies in case of a breach of warranty The following 
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general recourses arc open to the buyer: ( 1 ) to keep the 
goods and to deduct from the price the amount of the 
damages (2) to keep the goods and to bring an action 
against the seller for dam ages, (3) to refuse to accept the 
goods and to bring an action against the seller to recover 
damages, (4) to rescind the contract and to refuse to 
receive the goods, or, if the goods have been accepted, to 
return them to the vendor and to recover the price that 
has been paid. 

raising of the. Title* Two general rules govern the pass 
ing of the title when goods are sold although there are 
exceptions in some states, especially with regard to such 
other goods as coal, wheat, or oil, of which any unit is 
considered to be the equivalent of any other unit The two 
rules determining the passing of the title are (1) under 
a contract to sell unascertained goods, the title wall not 
pass until the goods have been ascertained, (2) under a 
contract to sell ascertained goods, the title passes at the 
time the parties intend it to be transferred 
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Unascertained goods are goods included in a lot of mer- 
chandise of the same general kind and are consequently not 
distinguishable until an actual selection has been made 
When the specific goods have been selected they are said 
to be ascertained 

For instance Mr A had agreed to sell Mr B one hundred 
womens dresses at a specified price the dresses to be 
selected by Mr B from a display m Mr A’s exhibit rooms 
Mr B delayed the selection of the dresses, although he 
was urged to make his selection by Mr A In the mean 
time there was a fire in the exhibit rooms of Mr A The 
fire destroyed about four hundred of the two thousand 
dresses on display Mr A contended that Mr B should 
pay the loss on the dresses that the latter had contracted 
to purchase The contention was that the dresses had been 
available for Mr B to make a selection and that, if he had 
made his selection on schedule Mr A would not have to 
bear the loss on those dresses In this case however, the 
title to the dresses had not passed to Mr B because the 
goods had not been ascertained Mr B was therefore not 
responsible for any loss 

On the other hand if Mr B had selected his dresses and 
had agreed to call for them the goods would have been 
ascertained and the title would have passed to Mr B In 
such a case the court would probably decide that Mr B 
must be responsible for the loss of the dresses that he had 
purchased 

When goods are sold fob the shipping point, the buyer 
is required to pay the transportation charges, and the title 
ordinarily passes to the buyer at the time the shipment is 
turned over to the transportation company If the goods 
have been sold on open account the title does pass to the 
buyer at this time but if they are sent COD or if they 
are to be turned over to the bujer when a draft is signed 
or when some other condition is fulfilled the title does not 
pass to the buyer until that condition has been fulfilled 
When goods are shipped fob destination the seller pays 
the transportation charges Under such a condition the 
title ordinarily passes to the buyer at the time the goods 
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are delivered to the bujer by the transportation company, 
but, as in the preceding example, the title may not pass to 
the buyer until the goods ha\ e been paid for or some other 
condition has been fulfilled. 

Place and Time of Delivery, When the place of delivery 
of goods is not specified, it may be the seller's place of 
business or it may be fixed by the custom of the trade 
For instance, when products are to be delivered for sale 
through a commission house, the custom of the trade may 
require them to be delivered at a certain warehouse or 
placed on a railroad siding for examination The place of 
delivery of steel shipped on barges may be the w aterfront 
of the city to which the steel is being delivered. 

If no time is set for delivery, the vendor must make 
delivery within a reasonable time 

Acceptance. The buyer is under a duty to accept and 
pay for the goods, provided delivery of them is made m 
accordance with the terms of the contract The acceptance 
of the goods is indicated by (a) a specific indication that 
the buyer accepts the goods, (b) the use of the goods, or 
(c) the retention of the goods for an unreasonable length 
of time 

Unenforceable Agreements. In the absence of an> dis- 
qualifying factors such as those indicated below, an ex- 
change of assents constitutes an enforceable agreement, 
provided the assents are genuine An agreement is not 
enforceable under any of the following circumstances 

1 If there is a mutual mtstale as to the identity of the 
subject matter For example, assume that Mr French 
offers to sell Mr Thomas a team of horses Mr French 
has two teams of horses of the same general color 
and description. He has reference to a particular team 
that he is willing to sell, but Mr Thomas has the other 
team in mind when he accepts the offer There Is a 
mutual mistake as to the identity of the subject 
matter 


\ 
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2 If fraud in. the form of intentional misrepresentation 
is present. Consider the following example Mr Allen 
intentionally misrepresents to Mr Smith that he is 
acting as an agent for a certain producer of clothing 
When the merchandise is delivered Mr Smith dis- 
covers that Mr Allen is acting as the agent for an 
entirely different producer Mr Allen is guilty of 
fraudulent representation 

3 If one person makes an agreement as the result of a 
threat or an act of violence For instance Mr A in- 
duces Mr B to sign a contract for merchandise under 
a threat that Mr B s daughter will be abducted if he 
does not sign the contract This contract is not en- 
forceable for it has been obtained by means of a 
threat of violence 

4 If there has been undue influence to the extent that 
one person has not reached the agreement through the 
free exercise of his own judgment For instance con- 
sider the case of an aged woman who has inherited a 
small sum of money She is besieged by several rep- 
resentatives of a furniture company who after pro- 
longed high pressure selling induce her to spend a 
large portion of her inheritance for furniture Such 
a case probably represents undue influence 

Protection of the Seller In case the buyer of merchan- 
dise fails to perform his part of the contract, the seller 
may sue for payment if the title has passed sue for dam- 
ages if the title has not passed or rescind the contract 
At any time the buyer and the seller may rescind the con- 
tract by mutual agreement but the seller may rescind the 
contract if the buyer fails to perform his part of the con- 
tract If the seller contemplates taking any legal action 
he should however, consult a lawyer 

Protection of the Buyer In case the seller fails to per 
form his obligation the buyer may recover the goods o 
the value of the goods if the title has passed If the tit 
has not passed, he may sue for damages or, if he choose 
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rescind the contract If he desires to do so, he may insist 
upon the fulfillment of the contract Before any legal ac- 
tion is taken, the buyer should always consult a lawyer 
Voidable Contracts A voidable contract is an agreement 
that may be enforceable but because of the lack of an 
essential of contracts, may be made inoperative by one or 
both of the parties 

All contracts made by persons with imbalanced minds 
are •voidable A contract of this type may be rescinded by 
the guardian of the person with the unbalanced mind 
A minor (an individual who has not attained legal 
age) can void all his contracts except those for necessary 
things such as food and clothing Even in the case of 
necessaries, however, the minor is responsible for only a 
reasonable amount. The fundamental reason for permitting 
minors to rescind their contracts is that they need certain 
protection from unscrupulous persons 
Consider the following example A youth of twenty 
bought an automobile When he became of age, he re- 
turned the automobile and demanded his money He was 
entitled to his money, for he had entered into the contract 
when he was a minor As he disaffirmed the contract soon 
after he had reached his majority, he voided it. If he had 
failed to disaffirm the contract within a reasonable time 
after reaching his majority, he could not have avoided the 
contract. 

Suppose the youth mentioned in the preceding example 
had agreed, while twenty years of age, to buy an automo- 
bile when he became twenty-one years of age In this case 
the contract would not have been executed until after he 
became of age He would therefore not have been liable 
unless he had ratified the contract after reaching his 
majority 

All contracts made with intoxicated persons are v oidable 
A contract made witfi such a person may for nsscmdW 4y* 
that person when he becomes sober 
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SELF-CHECKING STUDY QUESTIONS 
(Chapter XII, Section 1) 

Fill m the answers to the following questions in the space 
provided after each question Read carefully the instructions 
for each group of questions before writing your answers If you 
are doubtful about an answer reread the chapter until you find 
the correct answer then compare jour answers with those on 
page 301 of this book Refer to the printed answers only after 
jou have made a serious effort to answer all questions for other 
wise the questions will not be of greatest value to you If you 
have any incorrect answers reread the part of the chapter in 
which those questions are discussed 

Completion Questions 

Directions Write one word in each blank space m each state 
ment given below to make the statement complete and accurate 
The first is given as a sample 

0 The first essential of a contract is an agreement 

1 An agreement which if broken will permit the injured 
person to obtain some remedy through law is called a 


2 An agreement that may be enforceable but because of the 

lack of an essential of a contract may be made inoperative 
by one or both of the parties is a contract 

3 A seller s statements of opinion or belief are not warranties 

but are called trade talk or . 

4 A statement or an implied affirmation of fact that the sub 
ject of a contract is as it is declared or promised to be is 


5 If no time is set for the delivery of goods the vendor must 

make delivery within a time 

True-False Questions 

Directions After each statement below that is true draw a 
line under true After each statement that is false draw a 
line under false The first statement is given as a sample 
0 Parties to a contract must be competent true false 

6 Contracts obtained under threat or intimidation 

are valid true false 

7 A contract made with an intoxicated person is 

enforceable true false 

8 If the bujer of merchandise fails to perform his 
part of the contract the seller may sue for pay 

ment if the title has passed true false 
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9 The seller may rescind the contract if the buyer 

fails to perform his part of the contract true false 

10 A buyer of a cash register has the right to re 

turn it any time before he pays for it true false 

11 If the seller fails to fulfill his part of the con 

tract and title has not passed the buyer may re- 
scind the contract true false 

12 If the seller fails to perform his obligation under 
a contract the buyer may insist upon fulfillment 

of the contract true false 

13 When goods are sold fob the shipping point, 
the title ordinarily passes to the buyer at the 

time the shipment is delivered at its destination true false 

14 If there has been a breach of warranty the buyer 
may keep the goods and bring an action against 

the seller for damages true false 

15 When goods are sold by samples the seller im 
pliedJy warrants that the good3 delivered will 
correspond to the sample in kind and quality true false 

Multiple Choice Questions 

Directions Place in the parentheses at the right of each or 
the following statements the letter that represents the word or 
group of words correctly completing the statement The first Is 
gnen ns a sample 

0 For a contract to be legal and binding the purpose 
mu3t be (a) to sell goods (b) legal (c) for the bene- 
fit of one party ( b ) 

16 If a person has not reached an agreement through the 

free exercise of his judgment the contract Is unen 
foreeable because of (a) undue influence (b) lack of 
understanding (c) misrepresentation ( ) 

17 If A sells B some clothes made of part wool which were 
described as all wool the contract Is unenforceable 
because of (a) misrepresentation (b) mutual mistake 

(c) intimidation ( ) 

18 Acceptance of goods may be indicated by (a) acknowl 
edgment that the goods ha\e been received (b) open 

ing the package (c) use of the goods ( ) 

19 A contract Is unenforceable if there has been (a) 
fraudulent misrepresentation (b) use of the goods 

(c) acceptance of the goods ( ) 

20 Under a contract to sell ascertained goods the title 
passes at the time (a) the goods have been ascer 
talned (b) the parties intend it to be transferred (c) 

the goods arc examined ( ) 
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Bailments and Shipping 

What Is a Bailment? Even businessman at some time 
has pro pertj entrusted to him that belongs to someone 
else Some of his property will also b° entrusted to others 
The relationship which exists when there has been a trans- 
fer of possession of propertv without a change m owner- 
ship is called a bailment Bailments applv only to personal 
property or goods, but neier apply to real propertv such 
as a garage or a piece of land. 

With the exception of the case of lost propertv a bail- 
ment is the deliv erj of personal properti by one party, 
generally the owner, to another for some particular pur- 
pose with the understanding that the identical property is 
to be returned when that purpose has been accomplished. 

Parties to a Bailment. The one who owns or deliv ers the 
property is known as the bailor The one to whom the 
property is delivered is known as the baik° It will be 
noted that the bailor is the one who parts with the posses- 
sion but not the ownership of the property, while the 
bailee is the one who recedes the possession but not the 
ownership 

Common illustrations of bailments are a watch left with 
a jeweler to be repaired, a borrowed typewriter property 
left with another for safekeeping, an umbrella forgotten 
in a store, a package delivered to an express company or 
to a freight office for shipment, clothing left with a dyer 
and cleaner, or an automobile that has been rented. 

Express or Implied Contract of Bailment. A bailment is 
based on a contract, either express or implied, between the 
bailor and the bailee If the relation is the result of a defi- 
nite agreement, it is an express contract, if it results from 
some act or gesture that implies that a bailment exists, it 
is an implied contract. When one enters into an agreement 
with another to store merchandise, there is an express con- 
tract. If one leaves merchandise on the platform of a ware- 
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house after requesting that it be placed in storage, the 
mere placing of the goods in storage is an implied accept- 
ance of the contract. 

Since one who finds lost property is under legal duty to 
return it to the rightful owner, he accepts the implied con- 
tract that obligates him when he takes possession of lost 
property 

Types of Bailments. Bailments are classified in three 
distinct groups as follows* (a) for the sole benefit of the 
bailor, (b) for the sole benefit of the bailee; (c) for the 
mutual benefit of both parties 

A bailment for the sole benefit of the bailor exists when 
a person requests another to take care of his property but 
does not gne anything of value as compensation for the 
service An example would be the turning o\er of a pack- 
age to a store with the request that it be kept safely until 
it is called for If it is accepted for safekeeping, the person 
accepting it is liable for the value if he is grossly negligent 
in taking care of it If he uses proper care, he will not be 
liable for any loss 

A bailee who acts merely as a custodian of the property, 
or who is charged to do something to or with the property 
for the exclusne benefit of the bailor, has no right to use 
it for his own purpose. He may not use, gne away, or 
treat the property as his own He may, howeicr, use the 
property if its use is beneficial to its preservation 

A bailment for the sole benefit of the bailee is illustrated 
by one who borrows an article but does not pay for its use 
or gne something of \alue in return therefor Let us 
assume that Mr Jackson borrows an adding machine from 
Mr White In such a case, Mr Jackson must take the 
greatest care of the machine If it is lost, stolen, or dam- 
aged because of negligence, he will be liable to Mr White 
If he exercises extraordinary care and precaution, he will 
not be held legally liable for its loss, although he may con- 
sider himself morally liable 

If the bailment is for the benefit of the bailee, he has the 
nght, of course, to use the property in accordance with the 
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terms of the contract He is however strictly confined to 
the use agreed upon and if he uses the property in another 
way he will be liable for any resulting damages He is not 
liable for inevitable accidents but he is liable for any dam- 
ages that might have been prevented with due care 
A bailment for the mutual benefit of both partie3 is one 
in which both parties are presumed to be benefited. This 
is the most common type of bailment and is probably the 
most important m business Such bailments are formed 
when goods are left with a mechanic for repair when goods 
are stored when property is pledged as security for a loan, 
and when goods are turned over to a transportation com- 
pany for shipment Mutual benefit bailments require only 
ordinary care on the part of the bailee He is therefore 
held liable only for ordinary negligence Ordinary care is 
considered to be the kind of care which the average in- 
dividual usually exercises under ordinary conditions over 
his own property of a like or a similar kind 

If the bailment is for the mutual benefit of both parties, 
the wrongful use of the property does not make the bail- 
ment \oid, but it does make the bailee liable for any m 
juries caused by the wrongful use In this case the bailee 
is not liable for inevitable accidents or the willful acts of 
third parties He must use the property for the purpose 
stated in the agreement, and any deviation will render him 
liable for resulting damages 

A Bailee’s Lien. When a bailment of mutual benefit ex- 
ists the bailee has a specific lien on the subject matter of 
the bailment as a security for any amount owed the bailee. 
For instance, this right applies to storage charges or 
charges for other services It also applies in the case of a 
mechanic who may have repaired or tmprov ed the property 
entrusted to him. To make this lien effective, the bailee 
must have possession of the property If he surrenders 
possession before the payment has been made, he does not 
have the right of a hen. 

Pledge, Pawn, Security. A pledge or a pawn is a deposit 
of personal property as security for some debt or obhga- 
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tion. Property such as livestock, radios, and automobiles, 
or intangible property such as notes, bonds, and certificates 
of stock (usually referred to as collateral securities), may 
be pledged. 

The pledged or pawned property must be delivered in 
order that a pledge will be established. The one who de- 
livers the property is known as the -pledgor or the palmer; 
the one to whom delivery is made is called the pledgee or 
the patcnec. The pledgee or the pawnee has a right to the 
possession of the property until the debt been paid in 
full or the obligation has been discharged. 

Although all transfers of personal property as security 
are pledges, the term pledge is used to denote the transfer 
of intangible property, and the term paten is used to denote 
the transfer of personal property other than intangible 
property. A pledge is a bailment for the mutual benefit of 
both parties. The pledgee is therefore under a duty to 
exercise ordinary care for the preservation and safekeep- 
ing of the pledged property. He must do so even after the 
owner has failed to meet his obligation when it was due. 

A common practice of this nature that a person in a 
small business will encounter is the pledge of some kind of 
asset as security for a loan. One may, for instance, turn 
over to the bank some government bonds which the bank 
keeps as security for a loan. Warehouse receipts are also 
used for this purpose. For instance, one may have some 
merchandise stored in a warehouse and may turn the re- 
ceipt for the merchandise over to a bank as a pledge for 
a loan. 

In most states the pledgee has, upon the failure of the 
pledgor to make payment, the right to sell the property at 
a private sale and to apply the proceeds to the payment 
of the debt. In some states the legislature has prescribed 
the manner in which the sale must be made. The purpose 
of these statutes is to secure a fair sale of the property. 

In the absence of an agreement, the pledgee may use his 
own judgment as to when he will exercise his right to sell 
the pledged property. This rule is true even though the 
bailor requests the bailee to sell the property. The remedy 
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of the pledgor is to redeem the pledged property If the 
pledgor does not redeem the pledged property the bailee is 
not bound to sell it 

Termination of Bailments A contract of bailment may 
be discharged m the same manner and for the same reasons 
that other contracts are terminated A bailment contract 
is no exception to the principles of law applicable to con 
tracts in general If the bailment cannot be performed 
according to its original purpose because of an unforeseen 
event unknown to the parties at the time the agreement 
was made the bailee is under an obligation to give the 
bailor reasonable notice of his intention to terminate the 
relationship in order that he may be relieved from further 
liability 

Common and Private Carriers Every businessman has 
occasion to use both common and private earners The 
term common carrier is generally applied to carriers en 
gaged in the carrying of personal property or goods These 
include railroads trucking companies express agencies 
steamships and air transport companies A common car 
ner must perform the same service for all persons without 
discrimination 

A private carrier is one which is not engaged in the pub 
he business of transportation but which undertakes for 
hire in special cases and under special arrangements to 
carry the goods of another to a particular place He does 
not offer his services to anyone who desires them He re 
serves the right to select his customers Moving vans 
ordinary truckmen private delivery agencies and short 
railroads not doing a public business are examples of pri 
vate carriers 

When property is entrusted to a carrier a bailment 
exists Special rules and laws apply to carriers 

Duties and Rights of Common Carriers The earner must 
furnish adequate service and must make uniform charges 
in accordance with the nature of the goods hauled and the 
distance moved He is not however bound to carry goods 
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of every description, but only that class of goods which 
he usually transports in the course of his calling Thus 
an express agency is not obliged to carry heavy freight 
shipments because its business is confined to small and 
valuable articles An express agency w ould not be required 
to transport a carload of cattle nor would a railroad com 
pany be required to mo\e a valuable shipment of diamonds 
A common carrier is bound to provide ample facilities 
for receiving freight for shipment and for protecting it 
after it has arrived at its destination and until it is deliv 
ered to the consignee A earner must furnish not only a 
reasonable number of cars but also cars that are suitable 
for the safe and efficient transportation of the goods The 
earner is under a duty to protect the goods from the de- 
ments and he must furnish ventilated cars if they are the 
only safe means of moving the goods The earner must 
also protect the goods from loss or injury while they are 
m transit in the case of perishable goods be must provide 
refrigerator cars If the contract calls for delivery at a 
specified time the earner will be he’d accountable for fail 
ure to comply with that provision. 

A common earner is held to a stnet accountability for 
any loss or damage occurring to the goods while thej arc 
in his possession whether the loss or damage is due to his 
negligence oV not. The liability of the earner begins when 
the goods are delivered by the shipper and received by the 
earner Within certain limitations a common earner Is 
held liable as an insurer of the property 

Common earners may make reasonable rules and regu 
lations for the operation of their business provided such 
rules apply alike to all persons They may require goods 
to be crated for protection. They cannot be compelled to 
carry goods that are in violation of the law or that do not 
come within the class of goods that they Usually carry 
Camers ha\e a nght to demand the payment of their 
charges in adv ance and if they do not exercise this nght 
they have a hen on the goods for the charges Such a hen 
may include charges necessarily incurred for storage or 
charges advanced to connecting earners. 
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Duties and Rights of Private Carriers A private earner 
is liable onlj for failure to use the skill and care that an 
ordinarily prudent person would exercise in the conduct of 
his business Since the pm ate earner has the right to 
make special arrangements and contracts with his clients, 
he may restrict his liability to any degree, even to the 
extent of not being liable for his own negligence A busi- 
nessman in dealing with a private earner must therefore 
recognize his arrangements with the pnvate earner and 
cover the earner’s responsibility 

Factors I -uniting the Responsibility of Carriers In the 
absence of statutes or custom limiting the liability of the 
carrier he will be regarded as an insurer of the goods while 
the} are in transit He is not liable however, for any loss 
or damage caused by (a) an act of God (b) an act of a 
public enemy (c) the fault of the shipper, and (d) the 
inherent nature of the goods 

An act of God A cause of injury that human power 
cannot prev ent nor human prudence avert is considered an 
act of God. Acts of God include unprecedented floods, 
earthquakes tornadoes lightning, and the like Although 
the loss does anse from this or one of the other excepted 
causes the earner may be held liable if he or his agent is 
guilt} of negligence 

An act of a public enemy By the phrase public enemy 
is meant an organized force with which the nation is at 
open war Mobs, noters, sinkers, and highwaymen are not 
included in this class of public enemies A earner is liable 
for a loss that is caused by fire, water, robbery, or other 
accidental causes 

The fault of the shipper If a loss is due either to the 
improper packing marking, or addressing of the goods, or 
to the failure of the shipper to inform the earner of the 
nature of the goods the earner is excused from liability. 

The whjzrevf. v/itwre of the go ode A loss. is. due to tba 
innerpnt nature of the goods when it anses from the 
natural decay of fresh fruits, vegetables, or other perish- 
able commodities, the evaporation or the fermentation of 
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liquids and the death or the injury of animals through 
their own fault or the fault of other animals In the case 
of such a loss the earner is released from liability 

Termination of Liability of a Carrier The Lability of a 
common earner ends when the goods are turned oier to 
the consignee If the earner maintains a freight terminal 
or depot the consignee must call at that place for his prop- 
erty The failure of the consignee to call within a reason 
able time after having recened notice of the arrnal of the 
goods releases the earner from liability as an insurer He 
remains liable however, as a warehouseman. A warehouse- 
man is a bailee whose liability is the same as that of a 
bailee in an ordinary mutual benefit bailment. 

Telephone and Telegraph Companies Telephone and tele 
graph companies are earners of messages but they are not 
classified as common earners They are considered public 
utilities and are required to sene all persons alike for uni 
form and reasonable compensation. They are under the 
control of the Interstate Commerce Commission in matters 
pertaining to interstate business They must use ordinary 
care in sending and delivenng messages and will be held 
responsible for want of care or skill in the performance of 
their duties They do not insure the safety and accuracy 
of messages but they will be held liable for ordinary 
negligence 

SELF-CHECKING STUDY QUESTIONS 
(Chopper XII, Section II) 

Fill in the answers to the following question* In the space 
provided after each question. Read carefully the instructions 
for each group of questions before writing jour answers If jou 
are doubtful about an answer reread the chapter until jou find 
the correct answer then compare your answers with those on 
page 301 of this book Refer to the printed answer* only after 
jou have made a serious effort to answer all questions for other 
wise the questions will not be of greatest value to j*ou If jou 
have any incorrect answers reread the part of the chapter in 
which those questions are discussed. 
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Completion Questions 

Directions Write one word in each blank space in each state- 
ment given below to make the statement complete and accurate 
The first is given as a sample 

0 The relationship which exists when there is a transfer of 
property without a change in ownership is a bail ment 

1 A pledge or a pawn is a deposit of personal property as 


2 In a bailment, the one who owns or delivers the property to 

another is known as a 

3 In a bailment, the one to whom property is transferred or 

delivered is known as a , . 

4. When one borrows an article but does not pay for its use 
or give something of value in return, the relationship is a 
bailment for the sole benefit of a . 

5 A bailment is an express or implied 

6 When property is pledged or pawned, the one who delivers 

the property is known as the pledgor or — — , — — — 

J When property is pledged or pawned, the one to whom de 
liveTy is made is called the pledgee or the 

8 A public carrier such as a railroad which must perform 
services for all persons without discrimination, is called a 
earner 

9 A earner not in the public business of transportation but 

which makes special contracts with its clients for the haul 
ing of goods is called a carrier 

10 A cause of injury that human power cannot prevent nor 
human prudence avert is considered an 


True- Folse Questions 

Directions After each statement below that Is true, draw a 
line under “true” After each statement that is false, draw a 
line under “false ” The first statement is given as a sample 
0 One who finds lost property is a bailee true false 

11. A bailment for the mutual benefit of both parties 
requires only ordinary care on the part of the 
bailee true false 

12 A railway express company is a private carrier true false 

13 A private carrier must accept for transportation 

without discrimination anything that it custom- 
arily hauls true false 

14 Bonds are often pledged as security for the loan 

of money true false 

15. A telegraph company is a common carrier . true false 
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MuHiple-Choice Questions 

Directions Place In the parentheses at the right of each of 
the following statements the letter that represents the word or 
group of words correctly completing the statement. The first is 
given as a sample 

0 The bailment that exists when one person requests an 
other to take care of his property but docs not give 
anything of value as compensation for the service Is 
(a) for mutual benefit, (b) for sole benefit of bailor 
(c) for sole benefit of bailee ( h ) 

16 If a railway express company is requested to haul a 
carload of cattle (a) it may refuse (b) it must haul 
the shipment (c) it may be sued If it refuses ( ) 

27 If goods are damaged by strikers while In the posses 
sion of a common carrier the one who must stand the 
loss is (a) the earner, (b) the government (c) the 
owner of the goods ( ) 

18. The liability of a common earner terminates (a) when 
the goods reach the carriers own warehouse (b) 
when the goods are turned over to the consignee (c) 
when the consignee Is notified of the arrival of the 
goods ( ) 

19 A private carrier (a) has the same duties as a com 

mon carrier (b) has greater liability than a common 
carrier ( c ) may restrict its liability by apodal ar 
rangement ( ) 

20 If property has been pledged as security for a debt 
but the debt has not been paid according to agreement 
the pledgee (a) may sell the property (b) may re 
turn the property and sue for payment (c) must keep 

the property Indefinitely ( ) 
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ployee’s contributory negligence. In other words, the em- 
ployer may escape liability if he can prove that the 
employee was negligent 

If an employer commits a wrongful act against the em 
ployee, such as striking the employee, the latter is entitled 
to recover damages 

An employer is liable to third parties for the wrongful 
acts of his employees that he commands, tolerates, or rati- 
fies An employer is also liable to third parties for injuries 
caused by the negligent, wanton, or malicious acts of his 
employees while the employees were acting within the 
scope of their employment The employer is not liable, 
however, if the acts were outside the authority of the em- 
ployees Some of the conditions to be considered in decid- 
ing whether an act was within the scope of the employment 
are (11 the nature of the work, (2) the employee’s cus 
tomary duties, and (3) the employer’s approval or ratifica- 
tion of the act 

Termination of Employment. When the relation of em 
ployer and employee is based upon a contract of employ- 
ment, the relation may be terminated m the same manner 
as any other ordinary contract When the relation exists 
for an indefinite period, either party may terminate the 
relation at any time by giving reasonable notice In such 
a case the party terminating the relation wall not incur 
any liability 

Justifiable Discharge. An employer may discharge an 
employee for cause before the end of his term of employ- 
ment. When an employee is thus discharged, he has no 
legal right of action against his employer for damages In 
the event of a discharge of an employee without cause 
before the end of his term of employment, however, the 
employer is liable for damages Justifiable causes for dis- 
charge may be summarized as follows 

1. The willful disobedience of any reasonable and lawful 

2. Gross moral misconduct, defrauding the employer, or 
revealing trade secrets 
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3 Incompetence , serious illness, or permanent disability 

4 Habitual neglect in the performance of duties 

Justifiable Abandonment. When an cmplojec abandons 
(quits) his employment without cause before the end of 
his term of employment, he is liable for damages There 
are certain circumstances, however, under which an em- 
ploy ee may rightfully abandon his employment and not be 
held liable for a breach of contract These causes may be 
summarized as follows 

1 The nonpayment of wages 

2 The wrongful assault of the emploj ee by the employer 

3 The performance of services not contemplated in the 
agreement. 

4 Injurious conditions of employment due to the negli- 
gence or the acts of the employer 

Employee's Protection Because of the fact that labor 
legislation is constantly changing, it is not possible to pro- 
vide any accurate interpretation of Federal and state laws 
without some assumption that they will go out of date 
soon However, most forms of employment arc governed 
by both state and Federal laws which, to some extent, 
regulate conditions of work, hours of work, rates of pay, 
methods of compensation, child labor, female labor, hiring, 
and discharging Federal and state laws relating to labor 
unions prescribe the contractual procedure between labor 
unions and employees 

In most states laws pertaining to some form of work 
men’s compensation are enforced Workmen's compensa- 
tion law's are those which provide compensation to em- 
ployees for injury occurring in the performance of duties 

Before hiring his first employee, any businessman should 
familiarize himself with both the Federal and the state 
laws pertaining to employment 

Distinction Between Agents and Emplojces The pre- 
vious discussion in this section has dealt primarily with 
the relationship that exists between an employer and an 
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ordinary employee The term employee is generally used 
to refer to anyone working for an employer However, 
there are certain types of employees who are, from a legal 
point of view, considered to be agents of their employers 
Business as we know it could not be transacted by the 
owner without the assistance of others It is therefore 
through hired agents or special types of employees that 
they conduct their business 

In the relation of employer and employee only two par- 
ties are concerned the employer and the employee An 
ordinary employee does not have the authority to bind his 
employer by contract with third parties However, such 
an employee may create a liability for his employer aris- 
ing from negligence, trespass or assault An agent is hired 
for the purpose of creating contractual relationships with 
third parties 

An example will serve to make the distinction clearer 
The owner of a store hires a manager who has authority 
to represent the employer in buying, selling and carrying 
on the functions of a business This person has the status 
of an agent The owner also hires a janitor If the janitor 
is an ordinary employee, he does not have any right to 
create contractual obligations for the owner However, if 
the owner should send him to a supply house to buy some- 
thing for the business, the janitor would then become an 
agent, making a purchase m behalf of his employer Both 
the manager and the janitor could create liabilities for 
their employer through negligence, trespass, assault, or 
other crimes committed in the performance of duty 

Definition of Agency. An agent is one who is employed 
and authorized to represent and to act for another, m a 
contractual capacity, m business dealings with third par- 
ties Therefore, an agency is a legal relation in which one 
person acts for and in the place of another 

There are three parties concerned in an agency The one 
who grants the authority is the principal, the one to whom 
the power or authority is delegated is the agent, and the 
one with whom the business is transacted is known as the 
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third party The agent may be a person, a partnership or 
a corporation 

What one may not lawfully do himself may not be done 
through another Thus no person can authorize an agent 
to commit a crime, to publish a libel, to perpetrate a fraud, 
or to do any other act that is illegal immoral or opposed to 
the welfare of society An agreement to act as an agent 
to help another to make a sale through improper means or 
to defraud the public cannot be enforced. 

Classifications of Agencies Generally speaking thcro 
are two classifications of agencies (a) general agents and 
(b) special agents 

A general agent is one who is authorized to transact all 
the business for his employer at a particular place A clerk 
who completely manages a store for the owner Is an ex- 
ample of a general agent 

A special agent is one who is authorized by his employer 
to perform some specific act or acts or to transact certain 
specified business For Instance an agent may be delegated 
to sell but not to buy An agent may also be given the 
authority to buy a piece of real estate Each of these would 
be a special agent 

Creation of Agencies Agencies may be created by 
(a) appointment, (b) ratification, (c) estoppel, and (d) 
necessity 

The most common way of employing an agent is by 
appointment Agency is created by appointment when au- 
thority is definitely and specifically granted. The appoint- 
ment may be written or oral and in many cases requires 
no specified process However, many types of agencies of 
this kind require a formal written authority As an exam- 
ple, a person who has full authority to manage a store for 
his employer could not sell the real estate without a formal 
written appointment as agent The formal written instru 
ment used for this purpose is called a poiccr of attorney 

Agency may be created by ratifxation An agency cre- 
ated by ratification is one in which the principal ratifies an 
act of an unauthorized agent. The agent may not have 



ch 12] 


287 


had real or apparent authority or the act may have been 
performed by a real agent who exceeded his authority 
For instance a clerk may have exceeded his authority by 
contracting to sell a delivery truck If the employer ap 
proves the act after learning of it he is bound by the con 
tract However the employer is not bound by an act until 
he ratifies it 

The agency created by ratification should be distm 
guished from the agency created by estoppel Agency by 
estoppel is created when by words or conduct of the prm 
cipal a third party is led to believe that a person has au 
thonty to act as an agent In the latter case the principal 
by implication allows himself to become bound Let us 
assume that a young man working in a store signs an 
order while his boss is busy but with the knowledge of his 
boss Gradually this practice becomes more prevalent and 
in the absence of the owner he makes purchases to the 
extent that persons dealing with the business assume that 
the young man has authority to enter into contracts Gen 
erally speak ng in such cases the owner will be bound by 
these contracts 

The relationship of agency may be created by necessity 
or emergency The driver of a truck operated between dis 
tant cities may pledge the owner s credit m order to have 
needed repairs made so that the truck may proceed on its 
way 

Extent of Autliontj A principal is liable to a third per 
son for all contracts entered into by the agent within the 
scope of the agents authority and also for such acts of 
the agent as may be necessary in the performance of his 
duties The authority of the agent consists of the authority 
conferred upon him by his principal and such implied pow 
ers as are reasonably necessary to carry out the purposes 
for which the agency was created A principal is also 
liable for such acts of the agent as are within the apparent 
scope of the authority conferred upon the agent 

o 
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SELP-CHECKING STUDY QUESTIONS 
(Chapter XII, Section III) 

Fill In tie answers to tie following questions in the space 
provided after each question. Head carefully the Instructions for 
each group of questions before writing your answers If you 
are doubtful about an answer, reread the chapter until jou find 
the correct answer, then compare 5 our answers with those on 
page 301 of this book Refer to the printed answers only after 
j ou have made a serious effort to answer all questions, for other- 
wise the questions will not be of greatest value to jou If jou 
have any Incorrect answers, reread the part of the chapter in 
which those questions are discussed. 


Completion Questions 

Directions Write one word in each blank space In each state- 
ment given below to make the statement complete and accurate 
The first is given as a sample 

0 Persons who hire their services to other individuals partner- 
ships, or corporations are known n s employees 

1 A special type of employee who represents the employer In 

contractual relations with other persons is an . 

2 In an agency relationship the one who grants authority is 


3 In an agency relationship, the one with whom the business 

is transacted is known as the 

4 The kind of agent who transacts all his cmploj cr s business 

at a particular place Is called a agent. 

5 An ngent who is authorised to perform some specific act or 

acts is known as a — agent. 

6 When definite and specific powers are granted, the agency 

is said to be created by . 

7 When an unauthorized act is approved or acknowledged by 

the emploj er, agency is said to be created by . 

8 When an emploj cr, by words or conduct, leads a third party 

to believe that a person has authority to act as an agent, 
the agency is said to be created by . 

9 When an employee who otherwise docs not have authority 
as an agent finds it necessary to obligate his employer in 
an emergency, the agency that exists is said to be created by 

J 9 The formal written instrument used for the creation of 
agency by appointment Is called a 
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True-False Questions 


Directions After each statement below that is true, draw a 
line under “true After each statement that is false draw a 
Lne under false The first statement is given as a "ample 
0 In determining responsibility of an employer a 
reasonablj safe place to work depends upon the 
type of work true false 


1L In general, all those business functions one has 
a legal right to perform maj be performed by an 
agent 

12 It is the employees responsibility to instruct 
himself in the "afe use of equipment 

13 An emplojee may have a claim against his em 
ployer for injury as a result of acts of incompe- 
tent fellow employees 

14. The employee who is driver of a truck is sole y 
responsible for damages involved in an accident 

15 A clerk is usually an agent in selling merc h an 
dise 

16 A man with a title of purchasing agent in a busi 
ness is an agent by necessity 

17 When an unauthorized clerk buys merchandise 
that is paid for by the employer agency is cre- 
ated by appointment 

18 If an employee becomes angry and injures a cus- 
tomer the employer is liable for damages 

19 If a clerk wraps merchandise improperly and it 
is damaged, the emplojer is responsible 

20 An employer who is on vacation when an em 
ployee contracts for repairs on important equip- 
ment is bound by the contract of his employee 


true false 
true false 

true false 
true false 
true false 
true false 

true false 
true false 
true false 

true false 


Multiple-Choice Questions 

Directions Place in the parentheses at the right of each of 
the following statements the letter that represents the word or 
group of words correctly completing the statement- 
21. An employer is responsible to third parties for his 
agents (a) negligent acts in line of duty (b) all neg 
bgent acts (c) negligent acts outside line of duty ( ) 
22 An employer may escape liability for injury to an em 
plojee if (a) it has been unintentional (b) there has 
been contributory negligence on the part of the em 
plojee (c) a fellow emplojee has contributed to the 
cause ( ) 
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23 The emplojer or the eraplojee maj terminate employ 

ment by giving reasonable notice If (a) employment 
is based upon a contract, (b) employment is for an 
indefinite period (c) the contract covers more than 
five years ( j 

24 An act which creates a justifiable discharge is (a) 

nonpayment of wages, (b) injurious conditions of cm 
ployment, (c) willful disobed ence ( ) 

25 A justifiable reason for abandoning (quitting) a job 

is (a) assault by employer (b) re\ ealing trade se- 
cret s (c) neglect of duty { ) 


PRACTICAL PROBLEMS 
(Chapter XII) 

Complete the following problems. If jou fire doubtful about 
decisions reread the chapter After you haie completed the 
exercises you will find suggested solutions on page 303 of this 
book You cannot expect that jour answers will be exactly the 
same as those which are suggested but if jour answers do not 
follow in general the suggested solutions restudy jour text, 
then write jour answers again 

32A. The Atlantic Seed Company agreed to buy from Mr J L 
Kramer certain alfalfa seed. The agreement stipulated that 
the seed was to be cleaned before delivery and pajment of 
the price The seed was not deliiered and the company 
brought an action for possession Was this remedy the 
proper one’ 

32B Assume that j ou are an employer \V rite a contract of cm 
ployment between yourself and some employee whom you 
are hiring The contract should conform to the essentials 
of a contract outlined In this chapter and should contain 
the proper Information. 

12C. Woodruff entered a clothing store for the purpose of buy 
ing a suit of clothes At the suggestion of the salesman 
Woodruff placed his watch in a drawer from which a vest 
had been taken for him to try on After the suit was ae 
cepted and paid for Woodruff discovered that his watch 
had disappeared. Was there an express or an implied agree- 
ment on the part of the salesman to become the bailee of 
the watch’ 

12D Gilman rceelied a fur coat from Hardy for the purpose of 
making certain alterations and repairs on it. Oilman fur- 
nished labor and materials amounting to $75 Hardy dfs 
puled the amount charged and demanded the return of the 
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coat. Gilman refused to deliver the coat, claiming that he 
had a lien against it for the charges. Did Gilman have a 
lien on the coat’ 

12E Beard, without authority, assumed to act as the agent of 
Grant in the sale of certain goods to Coe Upon being in- 
formed of the sale, Grant approved the unauthorized act 
of Beard Later Grant changed his mind and refused to 
carry out the contract Grant’s defense to a suit brought 
by Coe was that Beard was not his agent Was this a good 
defense 7 

12F. Waite was employed by the Education Electric Company 
to install electrical equipment. It was agreed that Waite 
might either use his automobile or take a train to reach 
outlying points to which he might be sent, but in either 
case the company would pay Waite as transportation ex- 
pense the amount of the railroad fare only While driving 
his automobile on such a trip on behalf of the company, 
Waite negligently injured Finney. Finney sued the Educa- 
tion Electric Company for damages for the injuries suf- 
fered. Was the Education Electric Company liable 7 


CORRESPONDENCE AND DISCUSSION PROBLEMS 
t Chapters X, XI, and Xlll 

If you are a regularly enrolled student m the United States 
Armed Forces Institute, you are entitled to the assistance from 
an instructor by correspondence if you wish such assistance. 
These problems are for that purpose. However, you are not 
obligated to send in these assignments If you want suggestions 
on your work, write out your answers to these assignments and 
send them to the United States Armed Forces Institute as in- 
structed on page v of this book. 

If you are working in a class under an instructor, the assign- 
ments may be used for discussion or for written outside work. 

1. What may be the advantages of dealing with a large bank 7 

2. What may be the advantages of dealing with a small bank 7 

3. On what three main bases do banks lend money 7 

4. How is the interest on a short-term loan usually handled by 
a bank 7 

5. What is the essence of the Robinson-Patman Act, and why 
is this Act important? 

6. What exceptions are made in certain industries with regard 
to exceeding the maximum number of hours per week 7 

7. What are the two mam types of social security benefits that 
are provided under the Social Security Act? 
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8. Are the members of a partnership considered to be em- 
ployees under the Social Security Act’ 

9 What are the essentials of a contract? 

30 Name some types of contracts that, under various state 
laws, are required to be in writing. 

!L What do you recommend as a wise practice when a contract 
that has been drawn is to be signed with the understanding 
that a supplementary agreement will be made later’ 

32. Short left a suit of clothes with a tailor to be repaired and 
pressed Some time during the night a burglar entered the 
tailor shop and stole the suit 

(a) In an action brought against the tailor, was Short en- 
titled to recover the value of the suit’ 

(b) What kind of bailment was this’ 

(c) What degree of care did the tailor owe in this bailment’ 

my’ 

(d) If the suit had been stolen by an cmp!o>ce of the tailor, 
would his liability have been different’ 

33. A man entered a restaurant. He hung his hat and o% ere oat 
on a hook on the wall, a few feet distant from the table at 
which he sat. While he was eating, the coat disappeared. 

(a) In your judgment was the proprietor of the restaurant 
liable’ 

(b) Was there a bailment in the case’ If so, what kind of 
bailment was it’ 

(c) If the coat had been left with the cashier, what would 
have been the liability of the proprietor’ 

34. The Union Dispatch Company Is engaged in the hauling of 
goods 

(a) What determines whether It Is a common carrier or a 
private carrier’ 

(b) Is there any difference between the liability of n com- 
mon carrier and that of a private carrier’ 

35. Short had an agreement with the Merchants’ Dispatch Com- 
pany, a common carrier, to carry goods for him on credit. 
Jones, a business competitor of Short, demanded that the 
company carry similar goods for him on credit. The com- 
pany refused to do so 

(a) Was the Merchants’ Dispatch Company guilty of a vio- 
lation of the law by making this discrimination’ 

(b) Did the carrier have the right to require one shipper to 
pay In advance and to allow credit to another’ Why’ 

(c) What would be your answer if the goods offered by the 
two shippers had been of different kinds’ 

36 Which of the following persons arc agents and which are 
merely employees? 
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(a) A cashier in a newspaper office. 

(b) A person employed to purchase supplies for use in a 
factory. 

(c) A conductor on a railway tram 

(d) A person who solicits advertisements for a newspaper. 

(e) A bookkeeper. 

(f) The superintendent of a factory 

17. If the employee in each of the following situations was dis- 
charged before the end of the term of employment for the 
reason given, did he have a right of action against the em- 
ployer for damages’ 

(a) A cartoonist disregarded orders as to the time of re- 
porting for work 

(b) A stenographer refused to consent to a reduction in 
salary 

(c) An employee refused to buy shares of stock in the cor- 
poration for which he worked 

(d) An employee disclosed a trade secret that he had learned 
during his employment 

END-OF-COURSE REVIEW 

This test provides in brief form an opportunity for jou to 
test and recheck yourself on the latter half of this course be- 
fore taking the End-of Course Test This review is not an 
attempt to test you exhaustively on all the topics that you hare 
studied, but it provides a representative sampling of questions 
on some of the more important topics that you should remem- 
ber. Answers will be found on page 309 of this book The ques- 
tions have been grouped so that you can restudy the chapters 
that contain answers you missed At this time you should make 
a quick check-up of the Mid Course Review and any of the Self- 
Checking Study Questions about which you are uncertain This 
will help you in the preparation for the End-of Course Test. 
When jou have satisfied > ourself as to jour understanding, you 
may then take the End-of-Course Test as explained on page v 
of this book 

Multiple-Choice Questions 

Directions* Place in the parentheses at the nght of each of 
the following statements the letter that represents the word or 
group of words correctly completing the statement. The first is 
given as a sample 

0. A type of bond which is forfeited if a person or com- 
pany fails to fulfill a contract is called a (a) perform- 
ance bond, (b) surety bond, (c) registered bond . . . ( a ) 
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[Chapter VII) 

1 The kind of insurance which protects the owner of an 
automobile from loss if the automobile smashes a store 
window is (a) collision (b) fire (c) property dam 

age ( ) 

2 The amount which a businessman pays to an insurance 

company in buying fire insurance is called (a) assess 
mcnt, <b) premium, (c) Interest ( ) 

3 A coinsurance clause is advantageous because (a) 

tnore Insurance can be carried at a lower rate (b) 
settlement is easier (c) there is greater state super- 
vision ( ) 

4 A so called five and ten clause in an automobile in 
surance policy refers to (a) $5 a thousand and $10 
a thousand (b) the maximum assessment, (c) the 
amount of protection for one injury and for more than 

one injury in the same accident ( ) 

5 A type of risk for which Insurance can be commonly 

obtained is (a) injury to customers (b) price flue 
tuations (c) strikes ( J 


(Chapter VIII) 

C The kind of records that are most commonly used in 
business because they provide the best proof of cor 
rcctness ore (a) single-entry records (b) double-entry 
records (c) the day book ( ) 

7 The financial record which shows the amount of assets 

owned by a business is (a) the balance sheet (b) the 
profit and loss statement, (c) the Income and expense 
statement ( ) 

8 Each customers charge account should be brought up 

to date (a) monthly (b) weekly (c) dally ( ) 

P The kind Df retail store which should have the greatest 
gross margin of profit is (a) a hardware store (h) 
a grocery store (c) a meat store ( ) 

30 Operating expenses of a business include (a) pur 

chases (b) depredation (c) cost of goods sold ( ) 

(Chapter IX) 

11 Budgeting means essentially (a) planning (b) *P«ni 

lating (c) investing ( ) 

3 2 ]n preparing a budget the first step is usually (a) 
counting the cash (b) estimating sales (c) estlmat 
ing purchases ( ) 
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13. Sales will be most likely estimated on the basis of 

(a) accounts receivable, (b) margin of profit, (c) past 

sales ( ) 

14 A cash budget is prepared on the basis of (a) sales, 

(b) expenses, (c) receipts and disbursements ( ) 

15 The estimate of purchases is usually based on (a) 

sales, (b) cash, (c) advertising ( ) 

(Chapter XI 

16 The one who executes a promissory note (agrees to 

pay) is the (a) indorser, (b) maker, (c) payee ( ) 

17 The one to whom a negotiable instrument has been 
transferred by indorsement is (a) the indorsee (b) 

the drawee, (c) the payee ( ) 

18 A check which is used by one bank to draw on funds 
it has deposited in another bank is (a) a bank draft, 

(b) a cashier's check, (c) a certified check ( ) 

19 A check drawn by a businessman, the payment of 

which is guaranteed by a bank, is (a) a cashier's 
check, (b) a money order, (c) a certified check ( ) 

20 Common practice in borrowing on a short term loan 
from a bank is to (a) receive the amount of the loan 
less the interest, (b) pay the interest when the loan 
is repaid, (c) get the full amount of the loan but pay 

the interest in advance ( ) 


(Chapfer XI) 

21. The governmental agency which administers the fair 
trade laws is (a) the United States Department of 
Commerce, (b) the Federal Trade Commission, (c) 
the Interstate Commerce Commission ( ) 

22 Labeling of drugs sold m interstate commerce is con 

trolled by (a) the Federal Food, Drug, and Cosmetic 
Act, (b) the Federal Trade Commission, (c) the In- 
terstate Commerce Commission ( ) 

23 The Kobinson Patman Act is designed to (a) estab 

lish price fixing, (b) prevent discrimination in busi 
ness dealings, (c) prevent excess profits ( ) 

24 Under the Federal Income Tax Withholding plan (a) 

the employer pay3 the tax, (b) the employer withholds 
the tax from the wages of employees and pays it to 
the government, (c) both the employer and the em- 
ployee pay the tax ( ) 

25 The employers' tax for Federal Old Age Benefits is 
(a) 3 per cent on the first thousand dollars yearly 
wage paid to an employee, (b) 2 per cent on the first 
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three thousand dollars j earlj wage paid to an cm 


ployee (c) 1 per cent on the first three thousand dol 
lars yearly wage paid to an employee ( ) 

(Chapter XII) 

26 When goods are sold fob the shipping point, the title 
passes to the bujer (a) at time of shipment, (b) at 
time of delivery (c) any time the bu>cr wishes ( ) 

27 Acceptance of goods maj be indicated by (a) ncknowl 

edging the arrival of the goods (b) keeping the goods 
three months (c) opening the package ( ) 

28 A common carrier must (a) accept all goods offered It 

for shipment (b) accept without discrimination all 
goods that it usually transports (c) accept goods 
only from customers in a predetermined area ( ) 

2J A private carrier (a) must accept all goods offered it 
for shipment (b) must accept all goods that arc cus 
toraaniy hauled, (c) may haul only the goods it 
chooses ( ) 

30 An employer is responsible to third parties for an act 
of an erapiojee oa follows (a) negligent act in line 
of duty (b) all negligent acts (c) negligent act out 
side line of duty ( ) 


True Falie Question* 

(Chapter VII) 

3L rolfcj holders in a mutual fire insurance company 
may be required to pay an assessment 

32 Railway express shipments arc Insured without 
extra charge up to but not to exceed $500 In 
\aluc 

33 It is desirable to carry straight fire insurance on 
a value greater than the total »aiue of the build 
ing to assure complete co\erage 

31 Marine insurance is the same as transportation 
insurance 

35 Use and occupancy insurance will reimburse a 
business for loss of anj essential piece of equip- 
ment 

(Chapter VIII) 

36 A ratio of current assets to current liabilities of 
1 to 2 Is a good ratio 

37 A charge for depreciation maj be Included as an 
expense In the Federal Income tax return for a 
business 


true false 

true false 

true false 
true false 

true false 

true false 
true fake 



297 


38 A balance sheet for a business is usually pre 

pared weekly true false 

39 The cost of merchandise 13 considered a part of 

operating expenses of a business true false 

40 A successful grocery store should expect a net 
profit or net operating profit of at least 10 per 

cent true false 

{Chapter IX) 

41 After a budget is established it should be fol 

lowed without change true false 

42 The sales and advertising budgets influence each 

other *rue false 

43 A budget is more of a planning guide than a 

bookkeeping process true false 

44 A sales estimate is sometimes based upon prod 

ucts departments and salesmen true false 

45 The purchase budget is usually the first part of 

the budget prepared true false 

(Chapter X) 

46 A ca3hier s check may be transferred by indorse 

ment true false 

47 There is a mistake in the hank statement or the 
checkbook balance unless the balance shown on 
the bank statement coincides with the balance on 

the checkbook stub true false 

48 By special agreement a bank may charge more 

than the legal rate of interest true false 

49 If a businessman borrows $1000 for 90 days at 
S per cent interest the amount that he will re 

ceive from the bank is $1 000 true false 

50 The maximum insurance for each depositor in a 
bank which is a member of the Federal Deposi 

tors Insurance Corporation is $10 000 true false 

(Chapfer Xll 

51 The Interstate Commerce Commission determines 
the rate charged by a railroad on such an item 

as potatoes true false 

52 Manufacturers who are members of an associa 
tion may all agree to sell their products at the 

same price true false 

53 The Tydmgs Miller Act helps to protect the small 

businessman true false 
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54 If you want Information about the quality of a 
product, jou may get this Information from the 
National Bureau of Standards 

55 The Printers Ink Model Statute applies to dis 
honest advertising 

5G Every employee of a business must have a soda) 
security number 

57 The partners of a partnership are considered as 
employees under the Social Security Act 

58 The emplojee has the option of paying his social 
security tax directly to the government rather 
than having it deducted from his wages 

59 A widow may receive benefits under the Social 
Security Act 

60 It is common practice in cities to require a 11 
cense for the operation of a restaurant 

{Chapter XII) 

61 The first essential of a contract Js agreement 

62 If the buyer of merchandise falls to perform his 
part of a contract, the seller may sue for paj 
ment if the title has passed 

G3 If the seller falls to transfer title to goods under 
a contract the buyer may rescind the contract 

64 The relationship of a bailment Is either an ex 
press or an implied contract 

65 One who takes lost property into his possession 
has created an act of bailment 

66 A bailment for the sole beneft of the bailee re- 
quires only ordinary care on the part of the 
bailee 

67 A trucking company which hauls goods for ccr 
tain selected individuals on a contract basis is a 
common carrier 

68 The sales clerk in a store la serving as an agent 

69 An cmplojcr la responsible to the buyer for the 
damage that results from Improper wrapping or 
handling of merchandise sold by a clerk 

70 If an authorized agent Is driving with his family 
on Sunday and injures a third party the cm 
ploycr Is probably legally responsible for the 
damages 


true false 
true false 
true false 
true false 

true false 
true false 
true false 

true false 

true false 
true false 
true false 
true false 

true false 

true false 
true false 

true false 

true false 



ANSWERS TO SELF-CHECKING STUDY QUESTIONS 

Gen^nal Commen* Ans w e»s are givers be'ow fo- the Self-Checjcng 
Study Questions at the end of each chapter and of each s»ct.an. If 
you r-.<« a question, refer to the page n year textbook whe-e this 
qx.est.on is <hscusied. Ton should review the discussion pertaining 
to th<* answer that you have missed be*o”e proceeding with the neat 
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Chapter XT, Section I 


Chapter XII, Section II 


Answers 

^tlevtee Answers 


16 b 

17 c 

18 b 

19 b 

20 a 

21 a 

22 a 

23 b 

24 c 

25 b 

220 1 Security 

222 2 Bailor 

226 3 Bailee 

228 4 Bailee 

231 5 Contract 

235 6 Pawner 

236 7 Pawnee 

237 8 Common 

237 9 Private 

239 10 Act ol God 

273 

271 

271 

272 

271 

274 

274 

275 

275 

277 

11 True 

Chapter XI Section II 12 False 

273 

275 

275 

274 

278 

Answers 

For review 13 False 

1 False 

2 True 

3 False 

4 True 

5 True 

6 True 

7 True 

S False 

9 True 

10 True 

244 15 False 

HI 16 » 

IS ' 2 ' 5 If 

HI 

276 

277 

278 

277 

274 

247 

248 

248 


Chapter XII, Section ITT 


’65 

’64 

’63 







ANSWERS TO PRACTICAL PROBUMS 

General Comment The following are answers to the Practical 
Problems at the end of each chapter The answers for most of the 
probtems are given exactly If you do not get the right answers tc- 
etudy your textbook and write the solutions again. For those prob- 
lems for which exact answers cannot be given your solutions should 
follow In general those given In these answers. If your answers do 
not follow the solutions In general you should restudy your textbook 
and prepare new solutions. 


Chapter I 

IA. Obtain a plant 
Arrange for financing 
Obtain sources of milk 
Obtain equipment and sup- 
plies 

Hire help 

Obtain publicity and make 
contacts with new cus- 
tomers 

Arrange for Insurance 
Manage the business 

IB. Competition 


Changes in products 
Changes in methods 
Personal health 
Taxes 

Business conditions 
Credit losses 
Excessive expenses 

1C. Check your qualifications In 
terms of the points given 
In the textbook under the 
headings “Selecting the 
Type of Business' and 
“Qualifications for Sue 
cess.” Add any additional 
factors about yourself that 
you consider Important In 
this particular type of 
business 


Chapter II 
2A. 

$1 8*4 00 Monthly expen se s 
200 00 Salary per month 
10 00 Profit per month 
$2 531 00 Total monthly Income 
that must be earned 


2B. 

Sales 

Cost of Goods Sold 
Cross Profit 
Operating Expenses 
Rent $31 00 

Heat, light, and 


power 12.00 

Taxes and 
licenses Id 00 

Insurance 14 00 

Interest 1C. 00 

Boxes, wrap- 
ping and other 
packing mate- 
rial 400 

Postage lnclud 

lng parcel post 6 00 
Depredation 
other than that 
on delivery 
equipment re- 
pairs 4 00 

Advertising S3 00 


$2 00000 
1.200 00 
300 00 


Total Expenses 104 00 

Jvet Profit > Ct£35 

2C. (a) Total cash required to 
operate the business for one 
month assuming no Income 
Is $2I5SM 

(b) Total amount re- 
quired In Part (a) $2 15A50 

Additional amount needed 

for purchases 160 00 


Total $24 ISM 

Amt. from sale* $*‘00 00 
Ant from bank 407 M 


Amount of additional 
cash available 6<TM 


Min. amount of caah 
needed $1 621.00 
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Chapter III 

3A. (a) Each partner will get 
b Of 54 000 or 51333 33 (b) 
The new financial statement will 
be as follows 

ASSETS 

Cash $ 1800 

Merchandise 11 500 

Equipment 10 000 

Land and Building 16 500 

Total Assets $39,800 

CLAIMS AGAINST ASSETS 
Accounts Payable 

(debts) $ 800 

B S Davis, Proprietor- 
ship 13,000 

W H Baker, Proprietor- 
ship 13 000 

J W Miller, Proprietor- 
ship 13000 

Total Claims Against 
Assets $39,800 

3B Mr Taylor, $2,100. Mr 

Williams $1,400 

3C $3 600 — 12 = $300 per 
month, which Is $100 per month 
for each partner The estate of 
Mr Miller would receive $300 
for the three months of the fis- 
cal year The $3 300 should be 
divided equally between Mr 
Davis and Mr Baker 

3D (a) $100 000 authorized 
capital stock @ $ 50 per $1,000 
= $50 organization tax 

(b) 800 shares of common and 
400 shares of preferred 

(c) $68 000 (net worth) 

1 200 shares outstanding = 
$56 67 

(d) The preferred would re- 

ceive $1400 (7% of $20,000) and 
the common would get $2 000, 
which would be a 5% dividend 
($2 000 $40 000) Mr Good- 

man would receive $25 on his 
common stock and $87 50 on his 
preferred stock 

The c'cmmftiffve preferrvtf 
stockholders would receive 14% 
of $20 000, or $2 800 The com 
mon would receive $3,200 


Chapter IV 

4A In considering a suitable 
location, you should include such 
factors as population purchas 
ing power, number of businesses 
already serving the community, 
types of business characteristics 
of the existing businesses needs 
of the community possible ex 
pansion of the community traf- 
fic transportation and rental 
cost 

4B Take into consideration 
some of the factors in the pre- 
vious problem, but also take into 
consideration the types of busi- 
nesses the amount of competi 
tion the nature of the commun- 
ity, the type of store and the 
known buying habits of the com- 
munity 

4C Take into consideration 
all the factors indicated m the 
first two problems giving both 
advantages and disadvantages 
of the location 

Chapter V 
5A 

(a) $143 50 287 = $500 

(b) $35 — 064 — $546 88 
5B 

Taxes $ 382 50 
Insurance 40 00 
Repairs 200 00 
Depreciation 400 00 
Interest 1 000 00 

$2 022 50 Total annual 
cost to buy 

$2,400 00 Annual cost to lease 
2 022 50 Annual cost to buy 
$ 377 50 Better to buy (but re- 
pairs and depreciation 
are only estimate®) 

5C $2 250 

Chapter VI 

6A (a) 50 X 304 X 1 = 15 200 
OZ 16 = 950 lbs 

(b) Wholesale value (950 X 
$ 24 = $228) Retail value (950 
X $32 = $304) 

SB 3335 — 533 — 4335 4% 
of $305 = $12 20 finance charge 
$305 + $12 20 = $317 20 
12 = $26 43 b monthly payment. 



Chapter Vn 


Eight of the monthly pay 
menta will be 328.43 and four of 
them will be 328-44 


ec. 


Cement press (335 + 

*12) | 4700 


Stitching machine 

Initial fee 3200 00 
January (mini 
mum charge) 500 
February 720 

March 7 -SO 

April 720 

May 8 40 

June 7-56 

July 6 60 

August 6 00 

September 000 

October 8 40 

November 7 44 

December 6-38 

Total Itental for year 


2S6 06 
3333 W 


7A. 

310 000 

X 56 000 = 35757.58. 


7B. 


AMOUNT 
PAID BY 
INSURANCE 
COMfANY 


33 000 00 
71X1 11 
4 444 44 

4 000 00 
6 000 00 
0000 00 


toss 

BORNE 

BY 

INSURED 


31 000 00 
83S 80 
553.56 
2 000 00 
3 000 00 
0 


7a 3200 000 -«-S2 - 33 81013 
weekly amount. 


7D The figures must be based upon some particular calendar year 
and should Indicate the actual weeks according to the days on the 
calendar If the year 1039 la used, the table will be u follow* 
although for some other year the figures would be different 


April 30 to July 1 
July 2 to April 29 
Total 


i-ra no or 

WEEK WEEKS INSURANCE 

3388989 X 0 3 80000 

2 700 70 X 43 120 000 

51 3S00000 


8A. 


Chapter VETI 


Total Sales 
Cost of Goods Sold 
Gross Profit on Sales 
Operating Expenses 
Salaries and Mages 
Advertising 
Donations 
Supplies Used 
Office Expense 
Telephone and Telegraph 
Delivery Expense 
Taxes and Insurance 
Rent 

Heat, Light, and Mater 

Loss from Bad Debts 

Interest Paid 

Repairs and Depredation 

Other Expense 

71-jfah C bponJJajg Exjy-nse. 

Net Profit 


300000 
156 10 
123 05 
90 45 
3315 
41 00 
410 00 
150 05 
624 00 
12315 
205 44 
52 00 
2SDOO 
123 04 


36 495.34 


3 420 43 
31 075 a 


100 00% 
76 93 
2307 

1066 

00 53 
0044 
00.32 
0012 
0013 

01 46 
00.33 
0222 
00 44 
00 73 
0018 
01.03 
0044 
1926 

3 83 
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8B (a) Two years’ deprecia- 
tion on the automobile will he 
$300 The net value of the auto- 
mobile will therefore be $500 
(b) Seven years’ depreciation 
on the building will be $1,400 


8C 


The net value of the building will 
therefore be $8 600 

(c) Seven years depreciation 
on the equipment will be $420 
The net value of the equipment 
will therefore be $1,580 


Schedule D— PROFIT (OR LOSS) FROM BUSINESS 
OR PROFESSION 


1 Total receipts (state nature of business or profession) $9109 41 


COST OF COODS SOLD 

2 Labor 

3 Material and supplies 

4 Merchandise bought for sale 

5 Other costs 

6 Plus inventory at beginning of year 

7 Total (lines 2 to 6) 

8 Less inventory at end of year 

9 Net cost of goods sold (line 7 minus line 8) 


$2,229 56 
167 00 
1 654 02 
294 43 
1 250 00 
$5,595 01 
955 07 
$4 639 94 


Enter C," or C ’ or ‘ M ” on lines 6 and 8 to 
indicate whether inventories are valued at cost 
or cost or market, whichever is lower 


OTHER BUSINESS DEDUCTIONS 

10 Salaries not included as Labor” 

11 Interest on business indebtedness 

12 Taxes on business and business property 

13 Losses 

14 Bad debts arising from sales or services 

15 Depreciation obsolescence, and depletion 

16 Rent, repairs, and other expenses 

17 Total (lines 10 to 16) 

18 Total deductions (line 9 plus line 17) 

19 Net profit (or loss) (line 1 minus line 18) 


$ 


502 99 
94 00 
861 24 
90 00 
298 47 
5100 
1 809 11 
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Chapter IX 

9 A. 11 3 BROOKS 


Budget for Six Months Ending June SO, 191- 


INCOME EXPENSE. 

mom 

AMOUNTS 
EtTCFTTO 
rOTt NEXT 

SIX MONTHS 

ESTIMATED 

PERCENTAGES 

or BAITS 

Total Income from Sales 

j:i ooooo 

100 00% 

Cost of Merchandise Sold 

10 12S00 

76 M 

Cross Profit on Sales 

4 872 00 

23.20 

Salaries and Wages 

I 2,630 00 

12.32 

Advertising 

332 15 

1.31 



.12 

SurptlcS Used 

63 00 

30 

Miscellaneous Office Expense 



Telephone and Telegraph Sendee 

47.50 

33 

Delivery Expense 



Taxes and Insurance 




COO 00 

236 

Heat, Light, and Water 

14712 

70 

Loss from Bad Debts 

23100 





Repairs and Depreciation 

150 00 

.71 

Other Expense 



Total Operating Expenses 

t 4 1*07 93 

2337% 

Net Loss ] 

"1 33 93 | 

■>* 1 
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I OB. 

20 6 

5500 X X 51 67, 

360 100 interest. 

$576 50 X 2% = $11-53, discount. 
$11,53 — $167 = $9-86, amount 
saved. 


Chapter \JI 

12A No. This was merely a 
contract to Bell, and the title had 
not passed The buyer should 
have brought an action to re- 
cover damages arising out of the 
breach ol contract. 


IOC. 

30 6 

$100 x — X — — 5 50, credit 
360 100 allowed for 

30 days’ 
Interest. 

5100 _ 550 = $99 50, amount to 
be paid 
back. 


10D (a) 

Balance on the bank 

statement $993 09 

Total of checks still out- 
standing 6290 

Checkbook balance $930 19 

(b) Compare the figures on 
the check stubs with the figures 
on the bank statement again. 
Verify computations on the bank 
statement Recheck all additions 
and subtractions In the check- 
book There obviously would be 
a mistake In addition or subtrac- 
tion If the check stubs agreed 
with all the Items on the bank 
statement 


Chapter XI 

11 A. (a) As a certain percent- 
age of the wages paid (1 per 
cent until 1945 unless the per- 
centage is changed by law) 
Wages of Individuals are tax'd 
only to the extent of the first 
$3 000 earned by each Individual 
{&) $517 70 (C) $465 93 
11B $7,560 X 0214 *= $161 78. 


11C (a) 017 X $1000 = 
$17 00 

(b) $15 422.50 X 01T =* 

$262.18. 


12B. The contract should meas- 
ure up to the essentials, such as 
agreement consent and the like, 
and should contain the proper in- 
formation. such as the date and 
the place, the names of the par- 
ties, a statement of the purpose, 
a statement of the money, the 
services or the goods to be given 
in consideration, the acts to be 
performed by each party, and 
the signatures of the parties. 

12C. This was an Implied bail- 
ment ’When a merchant opens 
a place of business and Invites 
the public to come there for the 
transaction of business there 
arises an implied contract that 
no harm or damage shall hap- 
pen to the property of those who 
come there" 

12D Gilman is entitled to re- 
tain possession of the coat by 
reason of his lien. A bailee has 
a specific lien on the subject 
matter of the bailment as secur- 
ity In some states how ever. 
Hardy might reco\er possession 
of the coat by giving a bond for 
the amount of the disputed bill, 
and In a court action attempt to 
show that the charges were un- 
reasonable 

12E. This was not a good de- 
fense Ratification of an act 
done by one assuming to be an 
agent, with full knowledge of all 
the circumstances. Is equivalent 
to a prior authority 

12F The Education Electric 
Company was held not to be 
liable because it had no right to 
control the employee In the op- 
eration of his automobile 



ANSWERS TO REVIEW QUESTIONS 

General Comment Since these reviews are only a general earn 
pling of the subject matter you should review carefully the entire 
chapter in which you maVe two or more errors 

Answers to Mid-Course Review Questions 


CHAPTER I 

1 c 

2 C 

3 b 

4 b 

5 a 


CHAPTER IV 

16 c 

17 b 

18 a 
IS c 
20 b 


CILAPTEE I 

31 false 

32 true 
23 tru» 
34. true 
35 true 


CILAPTEE IT 

46 true 

47 true 

48 false 

49 false 

50 false 


CIIAPTEEn 

6 b 

7 c 

8 a 

9 c 
10 b 


CIIAPTEE v 

21 b 

22 c 

23 c 

24 c 

25 b 


CIIAPTEEn 
35 false 

37 false 

38 false 

39 true 

40 false 


CILAPTEE v 

51 true 

52 true 

53 true 

54 true 

55 true 


CIIAPTEE VI 

26 c 

27 c 

28 b 

29 a 

30 b 


CIIAPTEE III 

41 false 

42 true 

43 true 
44. false 
45 tru* 


CIIAPTEEn 
55 true 

57 true 

58 false 

59 true 

60 false 


Answers fo End-of-Course Review Questions 


CILAPTEE ni 


CHAPTER vm 

6 b 

7 a 

8 c 

9 a 
10 b 


CILAPTEE II 

11 a 

12 b 

13 c 

14 c 

15 a 


CHAPTER m 
31 true 
22 false 

22 false 

24 true 

25 false 
CHAPTER VIII 

26 false 

27 true 

28 false 

29 false 

40 false 
CIIAPTEEII 

41 false 

42 true 
42 true 

44 true 

45 false 
CIIAPTEE X 

46 true 

47 false 

48 true 

49 false 

50 false 


CILAPTEE U 

51 true 
52. false 

52 true 

54 false 

55 true 
55 true 

57 false 

58 false 

59 true 
CO true 

chapter m 
6L true 

62 true 

63 true 
64- true 
65 true 
65 false 

67 false 

68 tru» 

70 false 
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